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BY THE COMMISSION: On July 25, 2017, pursuant to Commission
Rule R1-17(a), Duke Energy Carolinas, LLC (DEC or the Company), filed notice of its
intent to file a general rate case application. On August 25, 2017, the Company filed its
Application to Adjust Retail Rates and Request for an Accounting Order (the Application),
along with a Rate Case Information Report, Commission Form E-1 (Form E-1), and the
direct testimony and exhibits of David B. Fountain, North Carolina President, DEC; Jane
L. McManeus, Director of Rates & Regulatory Planning, DEC; Scott L. Batson, Senior
Vice President of Nuclear Operations, Duke Energy Corporation (Duke Energy);* Stephen
G. De May, Senior Vice President Tax and Treasurer, Duke Energy Business Services,

1 DEC is a wholly owned subsidiary of Duke Energy Corporation. Tr. Vol. 6, p. 155.
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LLC (DEBS);? James H. Cowling, Director of Outdoor Lighting for DEC, DEBS; Nils J.
Diaz, Managing Director, the ND2 Group, LLC; David L. Doss Jr., Director of Electric
Utilities and Infrastructure Accounting, DEBS; Christopher M. Fallon, Vice President,
Duke Energy Renewables and Commercial Portfolio (and former Vice President Nuclear
Development), Duke Energy; Janice Hager, President, Janice Hager Consulting; Robert
B. Hevert, Partner, ScottMadden, Inc.; Retha Hunsicker, Vice President Customer
Operations, Customer Information Systems, DEBS; Jon F. Kerin, Vice President
Governance and Operations Support, Coal Combustion Products, DEBS; Julius A.
Wright, Managing Partner, J.A. Wright & Associates, LLC; Kimberly D. McGee, Rates &
Regulatory Strategy Manager, DEC and Duke Energy Progress, LLC (DEP); Joseph A.
Miller Jr., Vice President of Central Services, DEBS; Robert M. Simpson lll, Director Grid
Improvement Plan Integr at i on f or Duke Energyods ReR
Donald L. Schneider, Jr., General Manager, Advanced Metering Infrastructure (AMI)
Program Management, DEBS; and Michael J. Pirro, Manager of Southeast Pricing &
Regulatory Solutions, DEC, DEP, and Duke Energy Florida, LLC.

Petitions to intervene were filed by NCSEA on July 26, 2017; CIGFUR III on
August 8, 2017; CUCA on August 9, 2017; the Rate-Paying Neighbors on August 23,
2017; EDF on August 25, 2017; NCFB on September 6, 2017; NC WARN on
September 7, 2017; Sierra Club on September 18, 2017; Kroger on September 19, 2017,
ASU on September 29, 2017; NCLM on October 3, 2017; Piedmont EMC, Rutherford
EMC, Haywood EMC, and Blue Ridge EMC on October 16, 2017; the Commercial Group
on October 31, 2017; Tech Customers on November 2, 2017; Concord and Kings
Mountain on November 17, 2017; NC Justice Center, et al. on December 19, 2017; and
Durham on January 3, 2018. Notice of intervention was filed by the Office of the Attorney
General (AGO) on August 31, 2017.

The Commission entered orders granting the petitions of NCSEA on August 7,
2017; EDF on September 5, 2017; NC WARN on September 15, 2017; CUCA on
September 18, 2017; CIGFUR Ill, the Rate-Paying Neighbors, and NCFB on
September 19, 2017; Sierra Club on September 27, 2017; Kroger on September 28,
2017; NCLM on October 4, 2017; ASU on October 19, 2017; Piedmont EMC, Rutherford
EMC, Haywood EMC, and Blue Ridge EMC on October 20, 2017; the Commercial Group
and Tech Customers on November 8, 2017; Concord and Kings Mountain on December

ul at ed

14, 2017; and Durham and NC Justice Center, et al. on January 11, 2018. The AGO®0 s
intervention is recognized pursuant to N.C. Gen. Stat. § 62-2 0 . The Public S

intervention is recognized pursuant to N.C. Gen. Stat. § 62-15(d) and Commission Rule
R1-19.

On September 19, 2017, the Commission issued its Order Establishing General
Rate Case and Suspending Rates. On October 13, 2017, the Commission issued its
Order Scheduling Investigation and Hearings, Establishing Intervention and Testimony
Due Dates and Discovery Guidelines, and Requiring Public Notice, and on October 20,

2 DEBS provides various administrative and other services to DEC and other affiliated companies of
Duke Energy. Tr. Vol. 4, p. 33.



2017, the Commission issued an Amended Order Scheduling Investigation and Hearings,
Establishing Intervention and Testimony Due Dates and Discovery Guidelines, and
Requiring Public Notice. On November 3, 2017, Sierra Club filed a Motion to Schedule
Additional Public Hearing. On December 22, 2017, the Commission entered an Order
Denying Sierra Cl ub 60 s RrebdjauHeaing. ©®noJanuary 30, 2018, and February
23, 2018, the Commission issued orders revising the schedule for the expert witness
hearing.

On July 10, 2017, the Commission issued an order consolidating DEC § request
for deferral of coal ash costs in Docket No. E-7, Sub 1110 with this rate case. On
October 18, 2017, the Commission issued an order consolidating the general rate
proceeding in DocketNo. E-7, Sub 11 4 6requéstthimplzmBedita job retention
rider in Docket No. E-7, Sub 1152 and DEC®& petition for approval to cancel the William
States Lee Il Nuclear Station (Lee Nuclear Project or Lee Nuclear) in Docket No. E-7,
Sub 8109.

DEC filed the supplemental testimony and exhibits of Company witness
McManeus on December 15, 2017, and the second supplemental testimony and exhibits
of Company witness McManeus on January 16, 2018.

On January 18, 2018, the AGO filed a motion for extension of time for intervenors
to file testimony and exhibits. On January 20, 2018, the Commission entered an order
granting an extension of time for intervenors to file testimony and exhibits until
January 23, 2018, and for DEC to file rebuttal testimony and exhibits until February 6,
2018. On January 18, 2018, EDF filed the direct testimony of Paul J. Alvarez, President,
Wired Group. On January 23, 2018, the Public Staff filed the direct testimony and exhibits
of Jack L. Floyd, Engineer with the Electric Division of the Public Staff; L. Bernard Garrett,
Secretary/Treasurer, Garrett and Moore, Inc.; John R. Hinton, Director of the Economic
Research Division of the Public Staff; Michelle M. Boswell, Staff Accountant with the
Accounting Division of the Public Staff; Charles Junis, Engineer with the Water, Sewer,
and Communications Division of the Public Staff; Jay Lucas, Engineer with the Electric
Division of the Public Staff; Michael C. Maness, Director of the Accounting Division of the
Public Staff; Roxie McCullar, Consultant, William Dunkel and Associates; James S.
McLawhorn, Director of Electric Division of the Public Staff; Dustin Ray Metz, Engineer
with the Electric Division of the Public Staff; Vance F. Moore, President, Garrett and
Moore, Inc.; David C. Parcell, Principal and Senior Economist, Technical Associates, Inc.;
Scott J. Saillor, Engineer with the Electric Division of the Public Staff; and Tommy C.
Williamson, Jr., Engineer with the Electric Division of the Public Staff. On January 23,
2018, the AGO filed the direct testimony and exhibits of J. Randall Woolridge, Professor
of Finance, Pennsylvania State University, and Dan J. Wittliff, Managing Director of
Environmental Services, GDS Associates, Inc.

On January 23, 2017, CUCA filed the direct testimony and exhibits of Kevin W.

O6Donnel |, President, Nova Energy Consultants

testimony and exhibits of Kurt G. Strunk, Director of National Economic Research
Associates (NERA), and Edward D. Kee, Expert Affiliate, NERA Economic Consulting;



Kroger filed the direct testimony and exhibits of Kevin C. Higgins, Principal, Energy
Strategies, LLC; NC Justice Center, et al. filed the direct testimony and exhibits of Satana
Deberry, Executive Director, North Carolina Housing Coalition, John Howat, Senior Policy
Analyst, National Consumer Law Center, and Jonathan F. Wallach, Vice President,
Resource Insight, Inc.; Sierra Club filed the direct testimony and exhibits of Ezra D.
Hausman, Ph.D., Consultant, Ezra Hausman Consulting, and Mark Quarles, Principal
Scientist and Owner, Global Environmental, LLC; NCLM filed the direct testimony and
exhibits of Brian W. Coughlan, President, Utility Management Services, Inc., F. Hardin
Watkins, Jr., City Manager, City of Burlington, Maria S. Hunnicutt, General Manager,
Broad River Water Authority, and Adam Fischer, Transportation Director, City of
Greensboro; CIGFUR Il filed the direct testimony and exhibits of Nicholas Phillips, Jr.,
Managing Principal, Brubaker & Associates, Inc.; and NCSEA filed the direct testimony
and exhibits of Justin R. Barnes, Director of Research, EQ Research LLC, Caroline Golin,
Southeast Regulatory Director, Vote Solar, and Michael E. Murray, President,
Mission:data Coalition. On January 24, 2018, the Commercial Group filed the direct
testimony and exhibits of Steve W. Chriss, Director, Energy Strategy and Analysis,
Wal-Mart Stores, Inc. and Wayne Rosa, Energy and Maintenance Manager, Food Lion,
LLC.

On January 25, 2018, DEC filed a motion to strike the direct testimony of NCSEA
witness Murray. On February 1, 2018, NCSEA filed its response in opposition to DEC §
motion to strike the testimony of witness Murray. The Commission issued an order on
February 6, 20 k#&ogtiondcestrikeitha tgstindoRy@bwitness Murray.

On January 26, 2018, DEC filed a motion to strike the direct testimony of EDF
witness Alvarez and a motion to strike the direct testimony of NC Justice Center, et al.
witness Howat. On January 30, 2018, EDF filed its response in opposition to DEC &
motion to strike the testimony of withess Alvarez. On February 2, 2018, NC Justice
Center, et al. filed itsrespons € i n 0 p p 0 s $ motioo to sttike theDdstindny of
witness Howat. On February 6, 2018, the Commission issued an order denying DEC &
motion to strike the testimony of witness Alvarez and an order granting DEC& motion to
strike the testimony of witness Howat. The Commission struck from the record NC Justice
Center, et al . witness Howat 0s ,tdpages line 7,
from page 21, line 3, to page 32, line 5, and page 32, lines 9 to 19.

On February 6, 2018, DEC filed the rebuttal testimony and exhibits of Company
witnesses: McManeus; Cowling; De May; Diaz; Doss; Fallon; Fountain; Hager; Hevert;
Hunsicker; Kerin; Jeffrey T. Kopp, Manager, Burns & McDonnell Engineering Company,
Inc.; McGee; Miller; Pirro; Schneider; Thomas Silinski, Vice President, Total Rewards and
Human Resource Operations, DEBS; Simpson; John J. Spanos, Senior Vice President,
Gannett Fleming Valuation and Rate Consultants, LLC; James Wells, Vice President,
Environmental Health and Safety, Coal Combustion Products, DEBS; and Wright.

On February 20, 2018, the Public Staff filed supplemental testimony and exhibits
of witnesses Boswell, Hinton, Junis, Maness, Moore, and Saillor. The Public Staff filed
the second supplemental testimony and exhibits of withesses Hinton and Boswell on
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March 19, 2018. On March 9, 2018, the AGO filed the supplemental testimony of withness
Woolridge. On March 20, 2018, the Tech Customers filed the supplemental testimony of

Dr. Sharon Brown-Hruska, Managing Director, NERA, and witness Strunk.

On February 28, 2018, DEC and the Public Staff entered into and filed an
Agreement and Stipulation of Partial Settlement (the Stipulation). The Stipulation resolves
some of the issues between the two parties in this docket. However, several unresolved

issues still exist, including but not limited to: (1) the treat me n t of t

combustion residuals costs; (2) the amount of the Basic Facilities Charge (BFC);
(3) whether it is appropriate to allow a return on the unamortized balance related to the

Companyos

Lee Nucl ear pl ant during

he

t he

Co mp a ny 6a& Dadamenisstoning Trust Fund (NDTF) and t he Publ

to adjust nuclear decommissioning expense; (5) the manner in which the Federal Tax
Cuts and Jobs Act (Tax Act) should be addressed in this case; (6) whether the Grid
Reliability and Resiliency Rider (Grid Rider) should be adopted in this proceeding, and if
so, which costs would be included in the Grid Rider and the structure of a Grid Rider; and
(7) two discrete issues r elaoa élds Retentioh Rider

(JRR), further described herein (collectively, the Unresolved Issues).

On March 1, 2018, the Public Staff filed settlement supporting testimony and
exhibits of witnesses Boswell, Maness, and Parcell, and DEC filed settlement supporting
testimony and exhibits of withesses De May, Fountain, Hevert, McManeus, and Pirro. On
February 28, 2018, DEC entered into and filed a Partial Settlement Agreement with
NCLM, Concord, and Kings Mountain related to street lighting issues. On March 2, 2018,
DEC entered into and filed an Amended Partial Settlement Agreement with NCLM,
Concord, Kings Mountain, and Durham, which modified the original settlement related to

certain street lighting issues and added Durham as a party (the Lighting Settlement).

The three public witness hearings were held as scheduled. The following public

withesses appeared and testified:

Franklin:

Greensboro:

Charlotte:

David Watters, Selma Sparks, The Honorable Kevin Corbin,
Donn Erickson, Henry Horton, Fred Crawford, Virginia
Bugash, Avram Friedman, Debra Lawley, Bob Boyd, Tamara
Zwinak, Margaret Crownover, Janet Wilde, and Robert Smith

Sharon Goodson, John Carter, Aaron Martin, Clarence
Wright, Ruth Martin, Deborah Graham, Hester Petty, David
Sevier, Joan Bass, John Merrell, Marta Concepcion, Gayle
Tuch, August Preschle, Claudia Lange, Harry Phillips,
Rexanne Bishop, Tim Stevenson, Taina Diaz-Reyes, Debbie
Smith, Doug Ruder, Gladys Ellison, John Robins, Henry
Fansler, Rachel Kriegsman, David Freeman, John Motsinger,
Lib Hutchby, and Megan Longstreet

Brian Kasher, Mary Anne Hitt, Yvette Baker, Melvina Williams,
Lilly Taylor, Steve English, Nancy Nicholson, Sally Kneidel,
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Callina Satterfield, Amy Brown, Roger Hollis, Kent Crawford,
Ritchie Johnson, Ernie McLaney, Willie Dawson, Pat Moore,
Beth Henry, James Sprouse, Charles Talley, June Blotnick,
Charles King, Meg Houlihan, Steve Copulsky, Elaine Jones,
Christian Cano, Joel Segal, Kathy Sparrow, Rick Lauer,
Nicholas Rose, Wells Eddleman, Walker Spruill, Violet
Mitchell, and Holliday Adams

The matter came on for expert witness testimony on March 5, 2018. DEC
presented the testimony of withesses De May, Hevert, Fountain, McManeus, Spanos,
Kopp, Fallon, Diaz, Doss, Wright, Kerin, Simpson, Hunsicker, Schneider, Pirro, Hager,
and Wells. The Public Staff presented the testimony of withesses McLawhorn, Moore,
Garrett, Maness, Williamson, Hinton, Metz, and Floyd. The AGO presented the testimony
of witnesses Woolridge and Wittliff. The Sierra Club presented the testimony of witness
Quarles. NCSEA presented the testimony of witnesses Golin and Barnes. CUCA
presentedthet est i mony of wiNCMepesntdd th®testinmryloflwithess
Coughlan. Tech Customers presented the testimony of witness Kee. The pre-filed
testimony of those witnesses who testified at the expert witness hearing, as well as all
other witnesses filing testimony in this docket, was copied into the record as if given orally
from the stand.

DEC filed various late-filed exhibits and responses to Commission requests on the
following dates: March 28, 2018, March 29, 2018, April 2, 2018, April 3, 2018, April 4,
2018, April 5, 2018, April 6, 2018, April 19, 2018 and April 23, 2018.

On April 16, 2018, the AGO filed a Response to Commission Request and Motion
to Admit AGO Late-Filed Exhibit, which was granted on April 24, 2018.

The parties submitted briefs and/or proposed orders on April 27, 2018.

OnJune 1, 2018, DEC filed a Stipulation and Settlement Agreement between DEC
and the EDF, Sierra Club, and NCSEA and a Stipulation and Settlement Agreement
between DEC and the Commercial Group relating to the Power Forward Carolinas
program and the Grid Rider proposed by DEC in this case (collectively, the Grid Rider
Settlement). In its cover letter transmitting the stipulations and settlement agreements,
DEC indicated that in order to mitigate the impact of a rate adjustment on low income
customers and to support job training, DEC will make a shareholder-funded contribution
totaling $4 million to the following programs: $1.5 million to the Helping Home Fund
program for income qualified customers, $1.5 million to the Share the Warmth energy
assistance fund, and $1 million to the Duke Energy/Piedmont Natural Gas Community
College Apprenticeship Grant Program.

Between June 1, 2018, and Junel5, 2018, the following parties filed opposition

and/or concerns regarding the Grid Rider Settlement: NC Justice Center, NC WARN,
Public Staff, CUCA, AGO, CIGFUR lll, and Tech Customers.
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On June 8, 2018, the North Carolina Clean Energy Business Alliance (NCCEBA)
filed a Petition to Intervene which was denied as out-of-time on June 20, 2018.

Based upon consideration of the pleadings, testimony, and exhibits received into
evidence at the hearings, the Stipulation, the Lighting Settlement, and the record as a
whole, the Commission makes the following:

FINDINGS OF FACT

Jurisdiction

1. DEC is duly organized as a public utility operating under the laws of the
State of North Carolina and is subject to the jurisdiction of this Commission. The Company
is engaged in the business of generating, transmitting, distributing, and selling electric
power to the public in the central and western portions of North Carolina and western
South Carolina. DEC is a wholly-owned subsidiary of Duke Energy, and its office and
principal place of business is located in Charlotte, North Carolina.

2. The Commission has jurisdiction over the rates and charges, rate
schedules, classifications, and practices of public utilities operating in North Carolina,
including DEC, under Chapter 62 of the General Statutes of North Carolina.

3. DEC is lawfully before the Commission based upon its Application for a
general increase in its retail rates pursuant to N.C. Gen. Stat. 8§ 62-133 and 62-134 and
Commission Rule R1-17.

4. The appropriate test period for use in this proceeding is the 12 months
ended December 31, 2016, adjusted for certain known changes in revenue, expenses,
and rate base through December 31, 2017, and the costs for the W. S. Lee Combined
Cycle (Lee CC) updated through February 28, 2018.

The Application

5. DEC, by its Application and initial direct testimony and exhibits, originally
sought a net increase of approximately $611 million, or 12.8%, in its annual electric sales
revenues from its North Carolina retail electric operations, including a rate of return on
common equity of 10.75% and a capital structure consisting of 47% debt and 53% equity.
The Company also requested a Grid Rider to recover an additional $35.2 million, which
has the effect of an additional 0.8% increase. DEC filed supplemental filings and
testimony after its initial Applicationandt he ef fect of the Companyds
was to change its proposed annual revenue requirement increase to $700,645,000.

6. DEC submitted evidence in this case with respect to revenue, expenses,

and rate base using a test period consisting of the 12 months ended December 31, 2016,
adjusted for certain known changes in revenue, expenses, and rate base.
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The Stipulation

7. On February 28, 2018, DEC and the Public Staff (the Stipulating Parties)
entered into and filed the Stipulation resolving some of the issues in this proceeding
between the two parties. Those issues that were not resolved by the Stipulation are
referred to hereinast he fAUnresol ved | ssues. 0

8. The revenue requirement effect of the Stipulation is shown in Boswell Third
Supplemental and Stipulation Exhibit 1 Corrected® and Revised McManeus Stipulation
Exhibit 1 T Updated for Post-Hearing Issues,* which provide sufficient support for the
annual revenue required on the issues agreed to in the Stipulation.

9. The Stipulation is the product of the give-and-take in settlement negotiations
between the Stipulating Parties, is material evidence in this proceeding, and is entitled to
be given appropriate weight in this proceeding, along with other evidence from the
Company and intervenor parties, and along with statements from customers of the
Company as well as testimony of public witness

10. The Stipulation resolves only some of the disputed issues between the
Stipulating Parties. The Unresolved | ssues in
CCR costs, the recovery amortization period and return during the amortization period,
allocation issues associated with CCR costs, the amount of ongoing CCR costs to be
included in rates, or whether certain CCR costs are recoverable under N.C. Gen.
Stat. § 62-133.2. Further Unresolved Issues include amount of project development costs
to be recovered for the Lee Nuclear Plant and whether the unamortized balance should
earn a return, whether the Nuclear Decommissioning Trust Fund is overfunded, the
amount of the Basic Facilities Charge, Power Forward and the Grid Rider, the
methodology for calculating customer usage, recovery of costs for AMI, issues
surrounding the implementation of the Federal Tax Cuts and Jobs Act (the Tax Act),
several issues related to the JRR, and the proper contingency factor related to
depreciation. The Unresolved Issues are resolved by the Commission and are addressed
later in this Order.

3 On April 19, 2018, the Public Staff filed Boswell Third Supplemental and Stipulation Exhibit 1
Corrected, which: (1) corrects the Lee CC addition to plant in service; (2) corrects the Lee CC deferral
calculation; (3) updates the Grid Rider amount;and (d)r ef | ect s t he Companyds positio

4 0On April 19, 2018, the Company filed Revised McManeus Stipulation Exhibit 1 i Updated for Post-
Hearing Issues and Revised McManeus Workpapers i Updated for Post-Hearing Issues, which reflect the
following updates: (1) updates to the salaries and wages adjustment to reflect the Company and Public
Staffds resolution on how to quantify the agreement re
plant and expense related items to reflect final costing information for inclusion in this proceeding, including
updates to plant investment, related deferred income taxes, depreciation, materials and supplies, and the
deferral of those costs between the plant Gesbecomeer ati on
effective; and (3) updates to reflect the cash working capital amounts and income taxes that are affected
by the adjustments made to salaries and wages, and Lee CC.
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Capital Structure, Cost of Capital, and Overall Rate of Return

11.  The Stipulating Parties agree that the revenue requirement approved in this
Order is intended to provide DEC, through sound management, the opportunity to earn
an overall rate of return of 7.35%. This overall rate of return is derived from applying an
embedded cost of debt of 4.59% and a rate of return on equity of 9.9% to a capital
structure consisting of 48% long-term debt and 52% memb e r s 6 Tehe Stiputation is
materi al evidence entitled to appropriate we.
return, cost of debt, rate of return on equity, and capital structure.

12. A 9.9% rate of return on equity for DEC is just and reasonable in this general
rate case.

13. A 52% equity and 48% debt ratio is a reasonable capital structure for DEC
in this case.

14. A 4.59% cost of debt for DEC is reasonable for the purposes of this case.

15. Notwithstanding the decrease in rates ordered herein, the rates approved
in this case, which includes the approved rate of return on equity and capital structure,
will be difficult for some of DEC6s customers to DGy, -lhcome part i
customers.

16. Continuous safe, adequate, and reliable electric service by DEC is essential
to the support of businesses, jobs, hospitals, government services, and the maintenance
of a healthy environment.

17. The rate of return on equity and capital structure approved by the
Commission appropriately balances the benefits received by DEC6s cust omer s f
DEC6s provi si on pahdraiable electricasdnacg in suppert of businesses,
jobs, hospitals, government services, and the maintenance of a healthy environment with
the difficulties that some of DEC6 s cust ommereacemmphlyi g t he Compa
rates.

18. The 9.9% rate of return on equity and the 52% equity financing approved
by the Commission in this case result in a cost of capital that is as low as reasonably
possible. They appropriately balance DEC6 s n e e dain equity @nlaricing and to
mai ntain a strong credit rating with its cust

19. The authorized levels of overall rate of return and rate of return on equity
set forth above are supported by competent, material, and substantial record evidence,
are consistent with the requirements of N.C. Gen. Stat. § 62-133, and are fair to DEC6 s
customers generally and in light of the impact of changing economic conditions.
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Adjustments to Cost of Service

20. The agreed-upon accounting adjustments outlined in Boswell Third
Supplemental and Stipulation Exhibit 1 Corrected and Revised McManeus Stipulation
Exhibit 1 7 Updated for Post-Hearing Issues are just and reasonable to all parties in light
of all the evidence presented.

State EDIT

21. The Stipulation provides that the state excess deferred income taxes (State
EDIT) the Company collected pursuanttot he Commi ssi onos rdMany 13,
Docket No. M-100, Sub 138 should be returned to customers through a levelized rider
that will expire at the end of a four-year period. The Stipulating Parties provide that the
appropriate level of State EDIT to be refunded to customers is $60,102,000 annually for
the four years following the effective date of the rates approved in this proceeding. The
four-year State EDIT rider as set forth in Section Ill.B of the Stipulation is just and
reasonable to all parties in light of all the evidence presented.

Customer Connect

22. The Stipulation provides f orncreamkréal r e mov
operating expenses for the Customer Connect project as recommended by the Public
Staff. In accordance with Section III.C of the Stipulation, the Company is authorized to
establish a regulatory asset to defer and amortize expenses associated with the
Customer Connect project. As set forth in the Stipulation, the Company is allowed to
accrue and recover Allowance for Funds Used During Construction (AFUDC) on the
regulatory asset until the DEC Core Meter-to-Cash release (Releases 5-8) of the
Customer Connect project goes into service or January 1, 2023, whichever is sooner, at
which time a 15-year amortization shall begin. The parties agreed in the Stipulation that
in order to provide the Commission and other interested parties with information
concerning the status of development, spending, and the accomplishments to date, the
Stipulating Parties will develop the reporting format and the content of that report within
90 days of this Order, with the reports to be filed in this docket for the next five years by
December 31 of each year or until Customer Connect is fully implemented, whichever is
later. This provision of the Stipulation is just and reasonable to all parties in light of all of
the evidence presented. However, in order to allow sufficient time for the Company to
complete its financial close process for the fiscal year, a critical step in obtaining the
financial data needed to accurately report annual spend on Customer Connect, the
Commission finds that the annual report required shall be filed by February 15, for the
next five years.

Lee Combined Cycle

23. At the time the Stipulation was filed o
Lee CC plant was almost complete, but not anticipated to come online until March 2018.
Pursuant to the Stipulation, DEC withdrew its adjustment to include incremental operation
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and maintenance (O&M) expenses for the Lee CC, and the Public Staff withdrew its
displacement adjustment for the Lee CC; the Stipulating Parties therefore agreed that the
appropriate level of ongoing O&M expense to be included in rates is $0. The Stipulating
Parties further agreed that the appropriate amortization period for the deferred expenses
is four years. The Stipulation additionally requires that the Company provide the Public
Staff and the Commission with the final cost amounts to be included in this proceeding
for determining the impact of the Lee CC on the overall revenue adjustment approved by
the Commission by March 23, 2018. The Stipulation provides that the Public Staff utilize
these amounts to work with the Company to file with the Commission, on or before April 6,
2018, the Stipulating Partiesd finalrelategd c o mmer
revenue requirement, including Lee CC deferred costs, using the methodology
recommended by the Public Staff in this proceeding, excluding the appropriate
amortization period for Lee CC deferred costs. The Stipulating Parties further agreed that
it would be appropriate to hold the record open until April 22, 2018, for the sole purpose
of allowing the Company to file an affidavit indicating that the plant has closed to service
for operational and accounting purposes and that it is used and useful for the benefit of
customers. This provision of the Stipulation is just and reasonable to all parties in light of
all of the evidence presented.

24.  In accordance with Section Ill.L of the Stipulation, on March 23, 2018, DEC
provided the Public Staff and the Commission with the final cost amounts to be included
in this proceeding for determining the impact of the Lee CC on the overall revenue
adjustment approved by the Commission. On April 10, 2018, the Public Staff filed its
updated recommendations regarding Lee CC plant and expense-related items, as shown
in Boswell Third Supplemental and Stipulation Exhibit 1. Also on April 10, 2018, the
Company filed the Affidavit of Joseph A. Miller, Jr., indicating that as of April 5, 2018, the
Lee CC plant closed to service for operational and accounting purposes. On April 19,
2018, DEC filed Revised McManeus Stipulation Exhibit 1 i Updated for Post-Hearing
Issues, which, among other things, reflects updates to the Lee CC plant and
expense-related items to reflect final cost information for inclusion in this proceeding,
including updates to plant investment, related deferred income taxes, depreciation,
materials and supplies, and the deferral of ¢t
and the date rates are expected to become effective. Also on April 19, 2018, the Public
Staff filed Boswell Third Supplemental and Stipulation Exhibit 1 Corrected, which, among
other things, corrects the Lee CC addition to plant in service and corrects the Lee CC
deferral calculation. The Lee CC-related revenue requirement updated in the final
recommendation of the Stipulating Parties, as shown in Boswell Third Supplemental and
Stipulation Exhibit 1 Corrected and Revised McManeus Stipulation Exhibit 1 i Updated
for Post-Hearing Issues is just and reasonable.

Requested Coal Combustion Residuals (CCR) Fuel Costs

25. Given the Commissi onos 575D ardliassgecatedo f Fac
conclusions in its Order Accepting Stipulation, Deciding Contested Issues and Granting
Partial Rate Increase entered on February 23, 2018, in Docket No. E-2, Sub 1142 (2018
DEP Rate Order), in Section Ill.P of the Stipulation DEC withdrew its request to recover
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certain coal combustion residuals (CCR) costs through the fuel adjustment clause related
to the excavation and movement of CCRs from the Riverbend Plant in Gaston County,
North Carolina to the Brickhaven facility in Chatham County, North Carolina. The

Stipulation also provides that the recovery of these costs be | e f t in the
deferred CCR balance for considerat i dheseof

costs should be excluded from recovery through the fuel adjustment clause, and should

C o my
rec

be included in the Companyés deferred CCR bal

Company 6s b a ss proastore af the Stipulation is just and reasonable to all
parties in light of all of the evidence presented.

Base Fuel Factor

26.  Section IV.B of the Stipulation provides that the base fuel and fuel-related
cost factors, by customer class, will be as set forth in the following table (amounts are
cents per kilowatt-hour (kwWh), excluding regulatory fee):

Residential General Industrial
Service/Lighting
Total Base Fuel (matches 1.7828 1.9163 2.0207

approved fuel rate effective
September 1, 2017 in Docket
No. E-7, Sub 1129)

The base fuel and fuel-related cost factors set forth in Section I1V.B of the Stipulation are
just and reasonable to all parties in light of all the evidence presented.

Coal Inventory

27. As set forth in Paragraph lll.I. of the Stipulation, DEC shall reduce the
amount of coal inventory included in working capital. An increment rider shall be
established, effective on the same date as the new base rates approved in this Order,
and continuing until inventory levels reach a 35-day supply, to allow the Company to
recover the additional costs of carrying coal inventory in excess of a 35-day supply (priced
at $73.23 per ton). This rider shall terminate on the earlier of: (a) May 31, 2020, or (b) the

|l ast day of the mont h i noalrdvéntorygleveldreturrCoa8p-any 6 s

day supply on a sustained basis, as defined in the Stipulation. The reduction to coal
inventory included in working capital and the establishment of the increment rider, as set
forth in the Stipulation, is just and reasonable to all parties in light of all the evidence
presented.

Cost of Service Allocation Methodology

28.  The Stipulation provides for the use of the Summer Coincident Peak (SCP)
methodology for cost allocation between jurisdictions and among customer classes in this
case. The Company may continue to use the SCP methodology for allocation between
jurisdictions and among customer classes under the provisions of the Stipulation. The
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provisions of the Stipulation regarding cost of service methodology are just and
reasonable to all parties in light of all the evidence presented.

Lead-Lag Study

29.  The Stipulation provides that DEC shall prepare and file a lead-lag study in
its next general rate case. This provision of the Stipulation is just and reasonable.

Rate Design

30. Except for the amount of the Basic Facilities Charge which is discussed
later in this Order, the Stipulation provides for the implementation of the rate design
proposed by Company witness Pirro in his direct testimony, as set out in Section IV.E of
the Stipulation. The Stipulating Parties also agreed that, to the extent possible, the
Company shall assign the approved revenue requirement consistent with the principles
regarding revenue apportionment described in the testimony of Public Staff witness Floyd.
Moreover, the Company entered into the Lighting Settlement with NCLM, Concord, Kings
Mountain, and Durham, which resolved all outdoor lighting issues raised by intervenors
in this docket. Based on all of the evidence presented in this proceeding, the rate design
provisions in Section IV.E of the Stipulation and the Lighting Settlement are just and
reasonable to all parties in light of all the evidence presented. It is appropriate for the
Company to implement the rate design proposed by withesses Pirro and Cowling,
consistent with the provisions in Section IV.E of the Stipulation and the Lighting
Settlement.

Vegetation Management, Quality of Service, and Service Regulations

3. DECéasd the Public Staffés agreement r el :
as set forth in Section IIl.A of the Stipulation, is just and reasonable to all parties in light
of all the evidence presented.

32. The overall quality of electric service provided by DEC is adequate.

33. The proposed amendments to DHUGtband Ser vi
reasonable, serve the public interest, and should be approved.

Acceptance of Stipulation

34. The Stipulation and the Lighting Settlement will provide DEC and its retail
ratepayers just and reasonable rates when combined with the rate effects of the
Commi ssionbdbs decisions regarding the conteste

35.  The provisions of the Stipulation and the Lighting Settlement are just and

reasonable to all parties to this proceeding and serve the public interest. Therefore, the
Stipulation and the Lighting Settlement should be approved in their entirety.
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Basic Facilities Charge (BFC)

36. The Company shall increase the monthly BFC for the residential rate class
(Schedules RS, RT, RE, ES, and ESA) to $14.00. The increase in the BFC for the
residential rate class schedules is just and reasonable. The BFC for other rate schedules
shall be left unchanged from the current rates.

Customer Usage

37. The methodology for calculating customer usage set forth in the testimony
of Public Staff witness Saillor, with the adjustments proposed by Company witness Pirro
in his rebuttal testimony, is just and reasonable to all of the parties and should be
employed by the Company in this case.

Advanced Metering Infrastructure (AMI)

38. DEC6 s A MI costs are reasonabl e and
to recover its AMI costs.

39. DEC should be required to design and propose new rate structures to capture
the full benefits of AMI.

40. Itis just and reasonable for DEC to recover the remaining book value of its
Automated Meter Reading (AMR) meters over 15 years.

Customer Data

41. Itis appropriate to address issues regarding access to customer usage data
in Docket No. E-100, Sub 147.

Power Forward and the Grid Rider

42. DEC has failed to show that exceptional circumstances exist to justify the
establishment of the Grid Rider for recovery of its Power Forward Carolinas (Power
Forward) costs.

43. DEC has failed to show at this time that Power Forward costs qualify for
deferral accounting treatment.

44. It is not necessary at this time for the Commission to open a separate
proceeding to investigate grid modernization programs. For now, DEC should utilize
existing proceedings, such as the Integrated Resource Planning and Smart Grid
Technology Plan docket, to inform the Commission on and collaborate with stakeholders
regarding grid modernization initiatives and the potential cost recovery mechanisms for
such initiatives.
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Lee Nuclear

45.  In Docket No. E-7, Sub 819, which has been consolidated with this general
rate case, the Company requests Commission approval of its decision to cancel the Lee
Nuclear Project pursuant to N.C. Gen. Stat. § 62-110.7(d). The Company requests
permission to move the adjusted balance of the Lee Nuclear Project development costs
from construction work in progress (CWIP) Account 107 to regulatory asset
Account 182.2 and to recover the project development costs in rates by amortizing such
costs over a 12-year period. The Company also requests that the unamortized balance
of such costs be included in rate base to recover a net-of-tax return on the unamortized
balance.

46. DECG actions in developing the Lee Nuclear Project have been reasonable
and prudent and in compliance with the intent of the Commi ssi onés orders i
No. E-7, Sub 8109.

47. DEC § decision to cancel the project is reasonable and prudent and in the
public interest.

48. DEC $§ project development costs incurred for the Lee Nuclear Project, with
the exception of costs relating to a Visitors6Center and the allowance for funds used
during construction (AFUDC) for 2018, which were recommended for disallowance by the
Public Staff and that the Company agreed to exclude,® are reasonable and prudent and
should be amortized over a 12-year period, as requested by the Company.

49. It is not appropriate to permit the Company to earn a return on the
unamortized balance of these project development costs during the amortization period,
as requested. This rate treatment is consistent with Commission precedent and results in
rates that are fair to both the Company and its ratepayers for the costs of the cancelled
Lee Nuclear Project.

Nuclear Decommissioning Trust Fund (NDTF)

50. The Company proposes that the annual nuclear decommissioning expense
be maintained at $0. The Public Staff has proposed t h a t the Companyads
overfunded and that the Company should be required to refund to customers $29 million
per year. Because funds in the NDTF are to be used solely for decommissioning the
Companyd6s nuclear units, the Company i s not pe¢
for this purpose. Accordingly, the Public Staff proposes that the $29 million per year be
refunded to customers through a Aloanodo from t
repaid after decommissioning is complete.

SExcluding costs relating to the Vi sdngthedsfdral@eiodt er and
through April 2018, reduces the amount of the project development costs for Lee Nuclear from $353.2
million to $347.0 million. (See McManeus Rebuttal Ex. 3, p. 31, and Boswell Third Supplemental Ex. 1, p.
20f4)
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51. It is premature at this time to find that the NDTF is overfunded and that
refunds should be required.

Depreciation

52. Useofal0% contingency for future fAunknown
terminal net salvage costs is reasonable in this case.

53. Itis just and reasonable to use the escalation of terminal net salvage cost
and the straight-line method of depreciation in determining escalation as performed in
DEC6s Decommi ssioning Study.

54. Use of an interim net salvage percentage of zero for Accounts 342, 343,
344, 345, and 346 is reasonable in this case.

55.  The depreciation rates proposed by DEC in this case, with the exception of
the adjustments discussed above, as filed by the Company as Doss Exhibits 3 and 4, are
just and reasonable and should be approved.

Tax Changes

56. Inthis docket, the Commission has been presented with two proposals for the
implementation of the Tax Act, one by the Company and one by the Public Staff. The
Company proposal would:

@) Implement an immediate reduction in its revenue requirements to
reflect collection of federal corporate income tax at the 21% rate
instead of the 35% rate.

(b) Implement flow back of federal excess deferred income taxes (Federal
EDIT) to customers, as follows:

() For Federal EDIT protected under Internal Revenue Service
(IRS) normalization rules, in accordance with those rules;

(i) For Federal EDIT not protected by normalization rules, but
related to property, plant and equipment (PP&E), over a 20-year
period; and

(iii) For Federal EDIT not protected by normalization rules, but not
related to PP&E, through a five-year rider (federal unprotected
non-PP&E rider).

(c) As a cash flow mitigation measure, increase the revenue requirement
by $200 million, through any of a variety of mechanisms.
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57.  The Public Staff proposal would implement the Tax Act by implementing the
same immediate reduction in revenue requirements based upon the tax rate reduction,
implement the IRS-prescribed flow back of protected Federal EDIT, and implement the
flowback of all unprotected Federal EDIT through a five-year rider. The Public Staff proposal
would not provide any cash flow mitigation measures.

58. Itis appropriate to reflect the 21% Federal corporate income tax rate specified
intheTax Act i n DEquidementirethissproceeding. It is further appropriate to
deny DECOG6s proposed $200 million cash fl ow mi
maintain all EDIT resulting from the Tax Act in a regulatory liability account pending flow
back with interest reflected at the overall weighted cost of capital approved in this case of
7.35% inthreeyearsorinDECO6s next gener al ,whiahtverissamsee pr oc e

Job Retention Rider (JRR)

59. TheCompanyds proposed JRR is intended to al
the |l oss of North Carolina jobs and the custo

60. Because gas pipelines are fixed investments that are not easily relocated,
extending the benefits of a JRR to gas pipeline companies would not prevent the loss of
North Carolina jobs. Companies involved in t
material of a finished producto should not be

61. The Job Retention Tariff (JRT) Guidelines state that this tariff is intended to
be temporary and to establish a maximum effective time of five years or a cap of five
years. However, under the current economic circumstances, a shorter period of time,
possibly one or two years, may achieve the intended result. Thus, a one-year pilot with
the option of a renewal for a second year is an appropriate time frame for the current JRR.

62. The JRR proposed by the Company, as modified by the Stipulation and this
Order, is not unduly discriminatory and is in the public interest.

63. Ratepayers, the Company, and its shareholders all benefit from the
retention of North Carolina jobs and the load related to those jobs.

64. The Companyo6s r ecov e rcreditoshould beeedudedBy r even
$4.5 million each year the JRR is in effect, if more than one year, to recognize the benefit
to shareholders of the JRR.

CCR Cost Deferral

65. In Docket Nos. E-2, Sub 1103 and E-7, Sub 1110, DEP and DEC jointly
filed a request that the Commission issue an order authorizing them to defer in a
regulatory asset account certain costs incurred in connection with compliance with federal
and state environmental requirements regarding CCRs. By Order dated July 10, 2017,
the Commission consolidated DEC6 sequest with the present general rate case. DEC
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and the Public Staff supported the deferral in their testimony in this docket. The deferral
request is reasonable and appropriate.

66. DEC expects to incur substantial costs related to CCRs in future years. It is
just and reasonable to allow deferral of those costs, with a return at the net-of-tax overall
cost of capital approved in this Order during the deferral period. Ratemaking treatment
of such costs will be addressed in future rate cases.

67. It is reasonable and appropriate to add a return based on the net-of-tax

overall <cost of capital approved in DECG6s | asH

coal ash costs, as approved in this proceeding, for the period through the effective date
of rates approved in this proceeding. The federal tax rate appropriate to use for the 2018
portion of the carrying costs is 21%.

68. It is reasonable and appropriate to use a mid-month cash flow convention
for calculation of the return on the principal amount of deferred CCR expenditures.
Compounding should take place at the beginning of January of each year.

Recovery of CCR Costs

69. Since its last rate case, DEC has become subject to new legal requirements
relating to its management of coal ash. These new legal requirements mandate the
closure of the coal ash basins at all of the Compa n y 6 s-fired paavér plants. Since its
last rate case, DEC has incurred significant costs to comply with these new legal
requirements.

70. On a North Carolina retail jurisdiction basis, the actual coal ash basin
closure costs DEC has incurred during the period from January 1, 2015, through
December 31, 2017, amount to $545.7 million. DEC is eligible to recover these coal ash
basin closure costs. The actual coal ash basin costs incurred by DEC are known and
measurable, reasonable and prudent, and, to the extent capital in nature, used and useful

A

in the provision of service to propases@atthgsany 6s ¢

costs be amortized over a five-year period, and that it earn a return on the unamortized
balance. Under normal circumstances, the five-year amortization period proposed by the
Company is appropriate and reasonable, and absent any management penalty, should
be approved, and under normal circumstances the Commission within its discretion would
allow the Company to earn a return on the unamortized balance.

71. Under the present facts, a management penalty in the approximate sum of
$70 million is appropriate with respectto DEC6s CCR r emedi ati on
for in the earlier established Asset Retirement Obligation (ARO) with respect to costs
incurred through the end of the test year, as adjusted. Through its use of available
ratemaking mechanisms, the Commission is effectively implementing an estimated
$70 million penalty by amortizing the $545.7 million over five years with a return on the
unamortized balance and then reducing the resulting annual revenue requirement by
$14 million for each of the five years.
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72.  DEC further proposes that it recover on an ongoing basis $201 million in
annual coal ash basin closure costs, subject to true-up in future rate cases. The amount
sought by the Company is based upon its actua
proposal to recover these ongoing costs as a portion of the rates approved in this Order
is not appropriate. Rather, it is appropriate to allow DEC to record its January 1, 2018,
and future CCR costs in a deferral account until its next general rate case.

Provisional CCR Cost Recovery

73. DECO6s recovery of the hi€fdeeeding shoubldn@ppr ov e
be through provisional rates.

CCR Allocation Guidelines

74. Itisreasonable and appropriate to allocate all system-level CCR costs using
a comprehensive allocation factor that allocates the costs to the entire DEC system.

75. It is reasonable and appropriate to allocate all CCR expenditures by an
energy allocation factor, rather than a demand-related production plant allocation factor.

Insurance Litigation

76. Itis appropriate, even if this case is appealable to a higher court, to require
that DEC, within ten days of the resolution by settlement, dismissal, judgment, or
otherwise of the litigation entitled Duke Energy Carolinas, LLC, et al. v. AG Insurance
SA/NV, et al., Case No. 17 CVS 5594, Superior Court (Business Court), Mecklenburg
County, North Carolina (Insurance Case), file a report with the Commission explaining
the result and stating the amount of insurance proceeds to be received or recovered by
DEC.

77. ltis appropriate to require DEC to place all insurance proceeds it receives
or recovers in the Insurance Case in a regulatory liability account and to hold such
proceeds until the Commission enters an order directing DEC regarding the appropriate
disbursement of the proceeds. The regulatory liability account should accrue a carrying
charge at the net-of-tax overall rate of return authorized for DEC in this Order.

78. If meritorious concerns are raised by any party to this docket, or by the
Commi ssi on, regarding the reasonabl eness of l
amount of recovery in the Insurance Case, it is appropriate to require DEC to bear the
burden of proving that it exercised reasonable care and made reasonable efforts to obtain
the maximum recovery in the Insurance Case.

Accounting for Deferred Costs

79. The Company is authorized to receive a specific amount of revenue for each
of the several deferred costs approved by this Order. If DEC receives revenue for any
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deferred cost for a longer period of time than the amortization period approved by the
Commission for that deferred cost, the Company should continue to record all revenue
received for that deferred cost in the specific regulatory asset account established for that
deferred cost until its next general rate case.

Revenue Requirement

80. After giving effect to the approved St i pul ati on and the C
decision on contested issues, the annual revenue requirement for DEC will allow the
Company a reasonable opportunity to earn the rate of return on its rate base that the
Commission has found just and reasonable.

81. DEC should recalculate and file the annual revenue requirement with the
Commission within ten days of the issuance of this Order, consistent with the findings and
conclusions of this Order. The Company should work with the Public Staff to verify the
accuracy of the filing. DEC should file schedules summarizing the gross revenue and the
rate of return that the Company should have the opportunity to achieve based on the
Commi ssionbds findings and determinations in t

82. The appropriate revenue requirement for the first four years should be
reduced by the State EDIT Rider decrement of $60.102 million.

Just and Reasonable Rates

83. The base non-fuel and base fuel revenues approved herein are just and
reasonable to the customers of DEC, DEC, and all parties to this proceeding, and serve
the public interest.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 1-4

The evidence supporting these findings of fact and conclusions is contained in the
C o mp a nwerdied Application and Form E-1, the testimony and exhibits of the
witnesses, and the entire record in this proceeding. These findings and conclusions are
informational, procedural, and jurisdictional in nature, and are not contested by any party.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 5-6

The evidence supporting these findings of fact and conclusions is contained in the
Stipulation, the Company® verified Application and Form E-1, the testimony and exhibits
of the witnesses, and the entire record in this proceeding.

On August 25, 2017, DEC filed its Application and initial direct testimony and
exhibits, seeking a net increase of approximately $611 million, or 12.8%, in its annual
electric sales revenues from its North Carolina retail electric operations. DEC is also
proposing the Grid Rider to recover ongoing costs related to the modernization of the
Companybs el ect r i theRpwer Fbrward imtitee. The @rid Rider bargs
the total i mpact of the Companyo6s r atehe r equ
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$647 million, a 13.6% increase across all customer classes. DEC submitted evidence in
this case with respect to revenue, expenses, and rate base using a test period consisting
of the 12 months ended December 31, 2016, updated for certain known and actual
changes. Af t er rebuttal and suppl emental fil
revenue requirement increased to $700 million. The Company also requested a Grid
Rider to recover $35.2 million in its first year.

Company witness Fountain testified that major generating plant projects, nuclear
development work, grid improvements and modernization, additions and plant-related
expenses, i mpr ov e me nt sstonep Infdrnmaton Eystenp(€18)y and
additional funding for vegetation management account for the majority of the total
additional requested annual revenue requirement. Tr. Vol. 6, p. 163. The remainder of
the requested rate adjustment is to recover costs related to environmental requirements
associated with the mandated closure of ash basins and other ongoing operational costs,
offset by certain regulatory liabilities and decreases in rate base. 1d. In addition, DEC
proposes a Grid Rider to recover ongoing costs related to the modernization of the
Companyods el ect toias theghowed Forwaree Camlinasenitiative (Power
Forward). Id. at 162.

Wi tness Fountain det ail ed t he Companyods

Companyds request dddat 168-77e Heidescribed awnerous nuclear,
fossil, hydro, and solar projects that DEC has completed since its last rate case. Id. at
166. He explained that the Company has retired half of its older, less-efficient coal-fired
generation units and is providing customers with increasingly clean energy from new
gas-fueled generation, carbon-free nuclear plants, and utility scale solar projects. Id. at

ngs,

165. For exampl e, he descri be dC plange whicho fegiuees y 0 s

state-of-the-art technology for increased efficiency and significantly reduced emissions.
Id.at167.1 n addition, the Company has sgahaatin
mix and recently completed its relicensing effort for the Catawba-Wateree hydro project.
Id.

Since the last rate case, the Company has also made investments designed to
improve reliability and customer service. Id. at 168-69. Witness Fountain provided an

overview of the Company 6 s, wbiahgid wonkgn tachdem ithy me n t

the Companyo6s i mpl e@Gustontealbfornation Systema(ClS),ecalled

t

w o

n

S

ACumenon Connect, 06 as well as t hRowegRoiward. id.ratv e st me

168-72. In addition, the Company has requested an increase in the pro forma for
vegetation management to help improve grid reliability. Id. at 172-73.

Witness Fountain also outlined the coal ash basin closure costs the Company is
seeking to recover in this case and emphasized that the Company is not seeking recovery
of any costs incurred in response to the release of coal ash from the Dan River Steam

Station in February 2014. Id. at 169-70,173-77.The Company 6s Applscati ol

that the Commission permit DEC to cancel the Lee Nuclear Project as originally
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envisioned® and to recover costs for project development work completed for the project.
Id. at 167-68. Finally, witness Fountain noted that the cost increases requested in this
case are partially offset by the return of a deferred tax liability to customers. Id. at 170.

Witness Fountain explained that DEC & proposed rate adjustment means
customers will still be paying lower rates today than they were in 1991 on an
inflation-adjusted basis, and customers will continue to pay rates below the national
average and competitive with other utilities in the region. Id. at 178. In addition, he pointed
out that the typical residenti al customer 6s b
due, in part, to the Company prudently managing fuel costs and jointly dispatching the
generation fleet to save $296 million. Id. at 177-78.

Wi tness Fountain also described the Compa

cust omer s 6 rldaat E0-85nHe stated shat to help customers reduce bills, the

Company is continuing to expand and enhance its portfolio of DSM and EE programs. Id.

at 182. According to witness Fountain, the Company offers customers more than a dozen
energy-saving programs for every type of energy user and budget; EE programs currently

save its customers in the Carolinas over 4.3 billion kWwh annually, or over $357 million,

which is about 5.4% of total retail kWh sales. Id. Combined, DEC  demand-side
management (DSM) and Energy efficiency (EE) programs offset capacity requirements

by the equivalent of over seven power plants. Id. Witness Fountain also described how

the Companyds Share t he \aomelindividyals and farailies hel p s
cover home energy bills. 1d. at 183. Since its inception, the program has provided
approximately $26 million in assistance to DEC customers in North Carolina. Id. He

explained that the Company allows customers a bill management option that allows them

to spread out the impacts of seasonal fluctuations into 12 equal monthly payments. Id. at

184. The Company also offers payment arrangements to eligible customers who are

having difficulty paying their entire bill by the due date. Id.

Witness Fountain indicated that t he Compa
continue providing safe, reliable, affordable, and increasingly clean electricity to its
customers with high quality customer service, both today and in the future. Id. at 63. He
concluded that the request for a rate increase is made to support investments that benefit
DEC customers, and the Company strives to ensure that those investments are made in
acost-effecivemanner t hat retains the Conmpetavenatéss | ev el
Id. at 64.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 7-10

The evidence supporting these findings of fact and conclusions is contained in the
Stipulation, the testimony of DEC witnesses Fountain, McManeus, Hevert, De May, and
Pirro, the testimony of Public Staff witnesses Boswell, Maness, and Parcell, the
Stipulation, and the Lighting Settlement.

6 As discussed below, the Company seeks to retain the combined operating license (COL) granted by
the Nuclear Regulatory Commission (NRC) in case circumstances change. Id. at 167.
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On February 28, 2018, DEC and the Public Staff entered into and filed an
Agreement and Stipulation of Partial Settlement, which resolves some of the issues in
this proceeding between these two parties and provides for a revenue requirement
increase of approximately $537,500,000 based on the settled issues. The Stipulation is

basedupon t he same test period as the Companyods

Witness Fountain explained that the Stipulation would resolve many, but not all, of
the revenue requirement issues between the Company and the Public Staff.” Tr. Vol. 6,
p. 218. He outlined the key aspects of the Stipulation as follows:

Cost of Capital i The Stipulating Parties have agreed to a rate of return on equity of
9.9%, based upon a capital structure containing 52% equity and 48% debt as described by

Company witnesses Hevert and De May. ld. Th e Co mp a n y brate stadl hetset &t o s

4.59%. Id. at 218-19. The resulting weighted average rate of return is 7.35%. Id. at 219.

Distribution Vegetation Management i The Public Staff and DEC have agreed on
the amount of distribution vegetation management expenses in an annual amount of
$62.6 million on a total system basis. Id. This amount reflects rising contractor rates that are
affecting the Eifeayatmngitgtdinscyaes. Kl.tTise Siipualation also includes
commitments for certain catch up miles and a plan for transparent reporting so that the
Commi ssi on and interested parties can
management plans and expenditures. Id.

Lee CC1 The Public Staff and the Company have agreed upon the appropriate level
of ongoing O&M and deferred expenses for Lee CC. Id. The Stipulating Parties noted in the
Stipulation that Lee CC is not anticipated to come online until March, and the Stipulation
contains a plan to hold the record open solely for the purpose of verifying the amounts to be
included in rates and confirmation that the plant is operational. 1d.

Customer Connect Expenses i The Public Staff and the Company have resolved
issues related to this important initiative such that the Company, if the Stipulation is
approved, would be allowed to accrue and recover AFUDC on costs during the
implementation period to be captured in a regulatory asset. 1d. at 219-20.

7 Witness Fountain identified the Unresolved Issues as follows: ( 1) t he Co mp donmecdver
its deferred coal ash costs and its ongoing environmental compliance costs necessary to safely close the
Companyds coal ash basins, as wel |l as the method
(2) whether it is appropriate to allow a return on the unamortized balance of costs relating to the Lee Nuclear
Project during the amortization period; (3) the

be i n

reques
by wh

status

Fund and the Public Staffds proposal (4theefiraldpdatsnontmuc! ear

to be used for ratemaking in this case; (5) the methodology for calculating customer usage through
December 2017; (6) the manner in which the Federal Tax Cuts and Jobs Act should be addressed in this
case; (7) the amount of annual depreciation expense and associated accumulated depreciation to be used
for ratemaking in this case; (8) whether a Grid Rider should be adopted in this proceeding, and if so, which
costs would be included in the Grid Rider and the structure of the Grid Rider; (9) the amount of the Basic
Facilities Charge; and (10) any other revenue requirement or non-revenue requirement issues other than
those issues specifically addressed in the Stipulation or agreed upon in the testimony of the Stipulating
Parties. Tr. Vol. 6, pp. 223-24. As addressed by witness Pirro, the Company also has a different view than
the Public Staff on certain items related to the Job Retention Rider. Id. at 224,
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Other Adjustments T Revenue requirement adjustments were also agreed upon in
the Stipulation for Aviation Expenses, Executive Compensation, Board of Directors,
Lobbying, Sponsorships, and Donations for the U.S. Chamber of Commerce, Incentive
Compensation, and Outside Services, as well as Duke Energy-Piedmont Natural Gas
(Piedmont) merger costs to achieve, salaries and wages, and DEBS allocations. Id. at 220.
The Stipulating Parties have also agreed to the implementation of a Coal Inventory Rider,
and the Company has committed to study coal inventory levels and provide those results
for review. Id. The Stipulating Parties also agreed on the return of the state excess deferred
income taxes to customers through a four-year rider. 1d.

Job Retention Rider i The Stipulating Parties have also agreed to resolve the
Companyé6és Job Retention Rider proposal,
upon by the Commission, as described in the Stipulation. Id.

Other Cost of Service and Rate Design Matters i The Stipulating Parties have also
agreed upon rate design and cost of service study parameters as proposed by Company
witnesses Pirro and Hager and Public Staff witness Floyd (aside from the amount of the
Basic Facilities Charge, which is not resolved by the Stipulation). 1d.

Recovery of CCR Costs Through the Fuel Adjustment Clause i The Company has
agreed to withdraw its request to recover certain CCR costs through the fuel adjustment
clause related to the excavation and movement of CCRs from t he
Plant to the Brickhaven Facility. 1d. at 221. The effect of this provision of the Stipulation is
that the Company and the Publ i c Ssadeferfed GCRr
balance for consideration of recoveryi n t he Companiddés base ra

These accounting and ratemaking adjustments and the resulting revenue
requirement effect of the Stipulation are shown in Boswell Third Supplemental and
Stipulation Exhibit 1 Corrected and Revised McManeus Stipulation Exhibit 1 7 Updated
for Post-Hearing Issues, which provide sufficient support for the annual revenue required

excep

Compar

ee th
tes.

on the issues agreed to in the Stipulaton. The St i pul ating Partiesodo re

requirement increase after settled issues is approximately $541,117,000. However, the
total adjustment in base rate revenues and the resulting average adjustment cannot be
determined until the Commission resolves the Unresolved Issues.?

Witness Fountain testified that he attended public withess hearings held by the
Commission in this matter and followed the consumer statement positions filed in this
docket. Tr. Vol. 6, p.221.He | i stened to customersodé co

8 Revised McManeus Stipulation Exhibit 1 i Updated for Post-Hearing Issues shows DEC § revised

ncern

requested increase incorporating the provisions of the Stipulation and the Company 6 s posi ti on on

Unresolved Issues. The resulting proposed revenue requirement increase of the Company is $472,249,000.
Boswell Third Supplemental and Stipulation Exhibit 1 Corrected shows t he Public
recommended change in revenue requirement incorporating the provisions of the Stipulation and a number

Staff

of downward adjustment s r e tidnerctheiUnmgsolteth IssueB. urbel résaltingSt af f 6 s

proposed revenue requirement by the Public Staff is a decrease in the base rate revenue requirement of
$101,230,000.
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rate increase on their families and businesses and noted that the Company is very mindful

of these concerns. Id. Witness Fountain believes that the concessions the Company

made in the Stipulation fairly balance the needs of DEC& cust omer s with the
need to recover substantial investments made in order to continue to comply with
regulatory requirements and safely provide high quality electric service to its customers.

Id. at 222. He added t hat the Companyos rdfletttese need
investments. 1d. Witness Fountain stated that given the size of the necessary capital and
compliance expenditures the Company is facing, it is essential that DEC maintain its

financial strength and credit quality, so that it will be in a position to finance these needs

on reasonable terms for the benefit of its customers. Id. In his opinion, the Company has

been able to strike that balance with the Stipulation. Id.

DEC witnesses McManeus, Hevert, De May, and Pirro also testified in support of
the Stipulation. Witness De May testified that the Stipulation will supportthe Co mpany 6 s
ability to achieve its financial objectives. Tr. Vol. 4, p. 89. Witness Hevert stated that
although the stipulated rate of return on equity is somewhat below the lower bound of his
recommended range, he understands the Company has determined that the terms of the
Stipulation, in particular the stipulated return on equity and equity ratio, would be viewed
by the rating agencies as constructive and equitable. Tr. Vol. 4 pp. 407-08. Witness Pirro
testified concerning the effects of the parti
Companyods proposed reallocation of revenue r &€
Company, NCLM, and the Cities of Concord and Kings Mountain regarding lighting
issues. Tr. Vol. 19, pp. 105-09. Witness McManeus presented exhibits showing the
monetary effect of the various issues addressed in the Stipulation.

Public Staff witnesses Boswell, Maness, and Parcell also supported the
Stipulation. Witness Boswell stated that the most important benefits of the Stipulation are
an aggregate reduction in the increase of specific expense items requested in the
Companyods application and the avoidance of proc
before the Commission and, possibly, the appellate courts. Tr. Vol. 26, p. 628. Witness
Boswell also presented schedules showing the financial impact of the Stipulation. Witness
Maness testified on the impact of the Stipulation on the unresolved CCR issues, and
witness Parcell stated that the Stipulation reflectst he r esul t o f-anditoaokde d ai t
and compromise-related negotiations among the parties. Tr. Vol. 26, p. 890.

As the Stipulation and the Lighting Settlement have not been adopted by all of the
parties to this docket, its acceptance by the Commission is governed by the standards
set out by the North Carolina Supreme Courtin St at e ex r el . Util s. Co
Util. Cust omea48N.CAS2s50MS.E.2H 698 (1998) (CUCA 1), and State ex
re,Ut il s. Commdén v. Car ol i n&851N.C.i2P3, 524320 dOme r s A
(2000) (CUCA 1I). In CUCA | the Supreme Court held that:

[A] stipulation entered into by less than all of the parties as to any facts or
issues in a contested case proceeding under Chapter 62 should be
accorded full consideration and weighed by the Commission with all other
evidence presented by any of the parties in the proceeding. The
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Commission must consider the nonunanimous stipulation along with all the
evidence presented and any other facts the Commission finds relevant to
the fair and just determination of the proceeding. The Commission may
even adopt the recommendations or provisions of the nonunanimous
stipulation as long as the Commission sets forth its reasoning and makes
Aits own independent conclusionodo supported
record that the proposal is just and reasonable to all parties in light of all the

evidence presented.

348 N.C. at 466, 500 S.E.2d at 703. However, as the Court made clear in CUCA ll, the

fact that fewer than all of the parties have adopted a settlement does not permit the Court

to subject the Commi ssiondés order adopting th
to ai gimt ened st an3dN.Glai23b, 6524 5.E.2diatd v Rather, the Court

said that Commi ssion approval of the provisio
only that the Commission malk]e an independent determination supported by substantial

evidence on the record [and] ... satisf[y] the requirements of Chapter 62 by independently

considering and analyzing all the evidence and any other facts relevant to a determination

that the proposalisjustand r easonabl eld a231-32, 5924 $Ea2d at e s . 0

The Commission gives substantial weight to the testimony of the Company and
Public Staff witnesses regarding the Stipulation and the Lighting Settlement, and finds
and concludes that the Stipulation and the Lighting Settlement are the product of the
A g iramdet a k e Oe sattiementmegotiations between DEC and the Public Staff, as well
as between DEC and NCLM, and the Cities of Concord, Kings Mountain, and Durham, in
an effort to appropriately balance the Compan
such rate relief on customers. The Stipulation is, therefore, material evidence to be given
appropriate weight in this proceeding.

Ample evidence exists in the record to support all of the provisions of the
Stipulation, including those which have been contested by some intervenors other than
the Stipulating Parties. Accordingly, the Commission is fully justified in adopting the
Stipulation through the exercise of its own independent judgment, and finding and
concluding through such independent judgment that the Stipulatio n Ai s j ust é
reasonable to all partiesinlightof al |l t he eviQUEAICHSNG &466,nt ed. O
500 S.E.2d at 703. The Commission hereby adopts the Lighting Settlement in its entirety,
and its conclusions as to the individual provisions are discussed in the rate design section
of this order. The Commission hereby adopts the Stipulation in its entirety, and its
conclusions as to the individual provisions of the Stipulation are set forth more fully below.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 11-19

The evidence supporting these findings of fact and conclusions is contained in the
C o mp a rverified Application and Form E-1, the testimony and exhibits of the public
witnesses, the testimony and exhibits of Company withnesses Hevert and De May, Public
Staff witness Parcell, Commercial Group witnesses Chriss and Rosa, AGO witness
Woolridge, CIGFUR I1lI witness Phillips, Tech Customers witness Strunk and CUCA
wi t ness Caddtleeentire te¢ord of this proceeding.
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Rate of Return on Equity

In its Application, the Company requested approval for its rates to be set using a
rate of return on equity of 10.75%. The Stipulation provides for a rate of return on equity
of 9.9%, which is a decrease from the 10.2% level authorized by the Commission in the
Companyods | ast rate case. For the reasons se
rate of return on equity of 9.9% is just and reasonable.

Rate of return on equity, also referred to as the cost of equity capital, is often one
of the most contentious issues to be addressed in a rate case, even in a case such as
this one in which a Stipulation between the utility and the consumer advocate has been
reached. In the absence of a settlement agreed to by all parties, the Commission must
still exercise its independent judgment and arrive at its own independent conclusion as to
all matters at issue, including the rate of return on equity. See, e.q., CUCA I, 348 N.C. at
466, 500 S.E.2d at 707. In order to reach an appropriate independent conclusion
regarding the rate of return on equity, the Commission should evaluate the available
evidence, particularly that presented by conflicting expert witnesses. State ex rel. Utils.
Co mm©& rCooper, 366 N.C. 484, 739 S.E.2d 541, 546-47 (2013) (Cooper 1). In this
case, the expert witness evidence relating to
presented by Company witness Hevert, Public Staff witness Parcell, Commercial Group
witnesses Chriss and Rosa, AGO witness Woolridge, CIGFUR Il witness Phillips, Tech
Customers witness Strun Kk , and CUCA wi tNoeasesf rédudnDoo aeqoity | |
expert evidence was presented by any other party.

In addition to its evaluation of the expert evidence, the Commission must also
make findings of fact regarding the impact of changing economic conditions on customers
when determining the proper rate of return on equity for a public utility. Cooper 1, 366 N.C.
484, 739 S.E.2d at 548. This was a factor newly announced by the Supreme Court in its
Cooper 1 decision, and which was not previously required by the Commission, the Court
of Appeals, or the Supreme Court as an element to be considered in connection with the
Commi ssionds det er materadaofretutnondquitp Mhap fo mmr S si 0N ¢
discussion of the evidence with respect to the findings required by Cooper 1 is set out in
detail in this Order.

Cooper lwas the result of the Supreme Court 6.
Commi ssi onds appenentacgarding thetrdteeof ratgm @ equity in a
stipulation between the Public Staffan d DEC i n DECG6s ThédCbmmidRiant e Cas
has had occasion to apply both prongs of Cooper | in subsequent orders, specifically the
following:

1 Order Granting General Rate IncreaseinDEP6s 2013 Rate Ca3se, Do
Sub 1023 (May 30, 2013) (2013 DEP Rate Order), which was affirmed by the
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SupremeCourtinSt at e ex r el . Ut i B6N.C.¢4d,mMea&E.2d/ . Co0 0 |
640 (2014) (Cooper lI);°

1 OrderonRemandres ul t i ng fr om t h@ooperdgecisiomenDakeu r t 6 s
No. E-7, Sub 989 (October 23, 2013) (DEC Remand Order), which was affirmed
by the Supreme CourtinSt at e ex rel . Ut i,B6BIN.C.6MEGO N Vv .
S.E.2d 827 (2014) (Cooper 1V);

1 Order Granting General Rate Increasei n DEC6s 2013 Rate-Case,
7, Sub 1026 (September 24, 2013) (2013 DEC Rate Order), which was affirmed
by the Supreme CourtinSt at e ex rel . Ut i,B6BIN.C.CHAMETO N V.
S.E.2d 305 (2015) (Cooper V);

1 Order on Remand resul ti ng Cobopes thdetidior iNnSupr em
Docket No. E-22, Sub 479 (July 23, 2015) (DNCP Remand Order), which was not
appealed to the Supreme Court;

1 Order Approving Rate Increase and Cost Deferrals and Revising PJM Regulatory
Conditions, in Docket No. E-22, Sub 532, dated December 22, 2016 (2016 DNCP
Rate Order), which was not appealed to the Supreme Court; and

1 Order Accepting Stipulation, Deciding Contested Issues and Granting Partial Rate
Increase, in Docket No. E-2, Sub 1142, dated February 23, 2018 (2018 DEP Rate
Order).

I n order to give full context to the Commi
its view of the requirements of the General Statutes as they relate to rate of return on
equity, as interpreted by the Supreme Court in Cooper |, the Commission deems it
important to provide in this Order an overview of the general principles governing this
subject.

A. Governing Principles in Setting the Rate of Return on Equity

First, there are, as the Commission noted in the 2013 DEP Rate Order,
constitutional constraints wupon the Commissionb6s rate
established by the United States Supreme Court decisions in Bluefield Waterworks &
| mprovement Co. , V. P u b 262 8.8. 1679 (192C8)¢Bluefiéld), amdf W. V
Fed. Power Co NawbahGas Co., 320 p.8. 591 (1944) (Hope):

To fix rates that do not allow a utility to recover its costs, including
the cost of equity capital, would be an unconstitutional taking. In assessing
the impact of changing economic conditions on customers in setting an
ROE, the Commission must still provide the public utility with the
opportunity, by sound management, to (1) produce a fair profit for its
shareholders, in view of current economic conditions, (2) maintain its
facilities and service, and (3) compete in the marketplace for capital. State
ex rel. Utils. Comma v. General Telephone Co. of the Southeast, 281 N.C.

9 An intervening Cooper case, St at e ex rel . Ut i ,3687.N.CCABNTH8 8.E.2d.635Co00per
(2014) (Cooper II), arose from the 2012 Rate Case by Dominion North Carolina Power (DNCP) and resulted
in a remand to the Commission, i nasmuch agoopehle Commi s s i
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318, 370, 189 S.E.2d 705, 757 (1972). As the Supreme Court held in that
case, these factors constitute NAthe test
Bluefield and Hope. Id.

2013 DEP Rate Order, at 29.

Second, the rate of return on equity is, in fact, a cost. The return that equity
investors require represents the cost to the utility of equity capital. In his dissenting
opinoninMi ssouri ex rel. Southwestern Bel,k62Tel
U.S. 276 (1923), Justice Brandeis remarked upon the lack of any functional distinction
bet ween the rate of return on equity (which
items ordinarily viewed as business costs, including operating expenses, depreciation,
and taxes:

Each is a part of the current cost of supplying the service; and
each should be met from current income. When the capital charges
are for interest on the floating debt paid at the current rate, this is
readily seen. But it is no less true of a legal obligation to pay interest
on long-term bondsé and it is also true of the economic obligation to
pay dividends on stock, preferred or common.

Id. at 306. (Brandeis, J. dissenting) (emphasis added). Similarly, the United States
Supreme Court observed in Hope, AFrom t hecompany pomt ob view @ s
important that there be enough revenue not only for operating expenses but also for the

capital costs of the businessé [ wh i ¢ h] i ncl udebtaneédwdéendseontben t he

st o iHape, 320 U.S. at 591, 603.

Leading academic commentators also define rate of return on equity as the cost
of equity capital. Professor Charles Phill

0

P

capital é may be defined as the annual apercent

its credit, to pay a return to the owners of the enterprise, and to ensure the attraction of

capital in amounts adequate to me e tPhilipsy tCharles F.nXk.eThs . 0
Requlation of Public Utilities (Public Utilities Reports, Inc. 1993), at 388. Professor Roger
Morin approaches the matter from the economi

While utilities enjoy varying degrees of monopoly in the sale of public
utility services, they must compete with everyone else in the free open
market for the input factors of production, whether it be labor, materials,
machines, or capital. The prices of these inputs are set in the competitive
marketplace by supply and demand, and it is these input prices which are
incorporated in the cost of service computation. This is just as true for
capital as for any other factor of production. Since utilities must go to the
open capital market and sell their securities in competition with every other
issuer, there is obviously a market price to pay for the capital they require,
for example, the interest on capital debt, or the expected return on equity.

* * *
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[ T) he cost of <capital to the wutility 1s
return, and the cost of capital is the earnings which must be generated by
the investment of that capital in order to pay its price, that is, in order to
meet the investoroés required rate of retur

Morin, Roger A., Ut i | i t i es 6 (@ubkctUtilitie$ Refoaty lind. B98B4), at 19-21
(emphasis added). Professor Morin adds: iThe important point is that the prices of debt
capital and equity capital are set by supply and demand, and both are influenced by the
relationship between the risk and return expected for those securities and the risks
expected from the overall menu of available securities.old. at 20 (emphasis added).

Changing economic circumstances as they 1in
those customersdé ability to afford rate incres:e
heavily in the overall rate setting process, including, as set out in detail elsewhere in this

Order , the Commi ssiondés own decision of an a
equity. In addition, in the event of a settlement, customer impact no doubt influences the

process by which the parties to a rate case decide to settle contested matters and the

level of rates achieved by any such settlement.

However, a customerds ability to afford a
upon the supply of or the demand for capital. The economic forces at work in the
competitive capital market determine the cost of capital i a n d , therefore, t h
required rate of return on equity. The cost of capital does not go down because some
customers may find it more difficult to pay for an increase in electricity prices as a result
of prevailing adverse economic conditions, any more than the cost of capital goes up
because some customers may be prospering in better times.

Third, the Commission is and must always be mindful of the North Carolina
Supreme Courtds command that the Commi ssionods
consistent with the dictates of the United States and North Carolina Constitutions. State
ex rel. Util s. eN.mm@anr ovl.i nPau hI323iIMECsdd1,f 406,186 n
S.E.2d 361, 370 (1988) (Public Staff). Further, and echoing the discussion above
concerning the fact that rate of return on equity represents the cost of equity capital, the
Commi ssion must execute the Supreme n@ucurt os
conditions in which r at epayer s f i rRel3 DHP eRats Order, eats 37.0The
Commission noted in that Order:

The Commi ssion always places primary et
ability to pay where economic conditions are difficult. By the same token, it
pl aces the same emphasis on consumers6 abi
conditions are favorable as when the unemployment rate is low. Always
there are customers facing difficulty in paying utility bills. The Commission
does not grant higher rates of return on equity when the general body of
ratepayers is in a better position to pay than at other times, which would
seem to be a logical but misguided corollary to the position the Attorney
General advocates on this issue.
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Id. Indeed, in Cooperlt he Supreme Court emphasized fAchang
and their impact upon customers. Cooper |, 366 N.C. at 484, 739 S.E.2d at 548.

Fourth, while there is no specific and discrete humerical basis for quantifying the
impact of economic conditions on customers, the impact on customers of changing
economic conditions is embedded in the rate of return on equity expert wi t nesses 6
analyses. The Commi ssion noted this in the 2013 D
essentially inherent in the ranges presented by the return on equity expert withesses,
whose testimony plainly recognized economic conditions i through the use of
econometricmodelsias a factor to be considered in set
Rate Order, at 38.

Fifth, under long-standing decisions of the North Carolina Supreme Court, the
Commi ssionds subjective judgment i s a necessal
of return on equity. Public Staff, 323 NC 481, 490, 374 S.E.2d 361, 369. As the
Commission also noted in the 2013 DEP Rate Order:

|l ndeed, of all the components of a wutild]i
determined in the ratemaking process, the appropriate ROE [rate of return
on equity] the one requiring the greatest degree of subjective judgment by
the Commission. Setting an ROE [rate of return on equity] for regulatory
purposes is not simply a mathematical exercise, despite the quantitative
models used by the expert witnesses. As explained in one prominent
treatise,

Throughout all of its decisions, the [United States] Supreme
Court has formulated no specific rules for determining a fair
rate of return, but it has enumerated a number of guidelines.
The Court has made it clear that confiscation of property must
be avoided, that no one rate can be considered fair at all times
and that regulation does not guarantee a fair return. The Court
also has consistently stated that a necessary prerequisite for
profitable  operations is efficient and economical
management. Beyond this is a list of several factors the
commissions are supposed to consider in making their
decisions, but no weights have been assigned.

The relevant economic criteria enunciated by the Court are
three: financial integrity, capital attraction and comparable
earnings. Stated another way, the rate of return allowed a
public utility should be high enough: (1) to maintain the
financial integrity of the enterprise, (2) to enable the utility to
attract the new capital it needs to serve the public, and (3) to
provide a return on common equity that is commensurate with
returns on investments in other enterprises of corresponding
risk. These three economic criteria are interrelated and have
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been used widely for many years by regulatory commissions
throughout the country in determining the rate of return
allowed public utilities.

In reality, the concept of a fair rate of returnrepresent s a fzone
of reas on aAs | egphi@ed sby dhe Pennsylvania
commission:

There is a range of reasonableness within which
earnings may properly fluctuate and still be
deemed just and reasonable and not excessive
or extortionate. It is bounded at one level by
investor interest against confiscation and the
need for averting any threat to the security for
the capital embarked upon the enterprise. At
the other level it is bounded by consumer
interest against excessive and unreasonable
charges for service.

As long as the allowed return falls within this zone, therefore,
it is just and reasonable. . . . It is the task of the commissions
to translate these generalizations into quantitative terms.

Charles F. Phillips, Jr., The Reqgulation of Public Utilities, 3d ed. 1993,
pp. 382. (notes omitted).

2013 DEP Rate Order, pp. 35-36.

Thus, the Commission must exercise its subjective judgment so as to balance two
competing rate of return on equity-related factors i the economic conditions facing the
Companyds customers and the Companyds need t ¢
continue providing safe and reliable service.

The Supreme Court in Cooper V affirmed the 2013 DEC Rate Order, in which this
framework was fully articulated. But to the framework the Commission can add additional
factors based wupon the Sug@aommd, C&openiVi and deci
Cooper V. Specifically, the Supreme Court held that nothing in Cooper | requires the
Commi ssion to figuantifyo the influence of <chal
(see, e.q., Cooper V, 367 N.C. at 745-46, 767 S.E.2d at 308; Cooper IV, 367 N.C. at 650,
766 S.E.2d at 829; Cooper lll, 367 N.C. at 450, 761 S.E.2d at 644), and, indeed, the
Supreme Court reiterated that setting the rate of return on equity is a function of the
Commi ssionbdbs subjective judgment: AGi ven t h[
determination of a proper rate of return on common equity, there are inevitably pertinent
factors which are properly taken into account but which cannot be quantified with the kind
of specificity here deQCuaperdie3d7 NoCyat450, 64 S.B.pdp el | an
at 644, quoting Public Staff, 323 N.C. at 498; 374 S.E.2d at 370.
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Finally, the Supreme Court discussed
to and reliance upon expert witness testimony that used econometric models that the
Commi ssi on had not ed fihie nefieets efnchdnging economid
circumstances upon customer s, and al so
reference to and reliance upon expert witness testimony correlating the North Carolina
economy with the national economy. See, e.q., Cooper V, 367 N.C. at 747, 767 S.E.2d
at 308; Cooper lll, 367 N.C. at 451, 761 S.E.2d at 644.

It is against this backdrop of overarching principles that the Commission turns to
the evidence presented in this case.

B. Application of the Governing Principles to the Rate of Return Decision

1. Evidence from Expert Witnesses on Cost of Equity Capital

Company witness Hevert recommended in his direct testimony a rate of return on
equity of 10.75%, which was slightly above the midpoint of his recommended range of

wi t h

10.25%1t011.00%. Wi t ness Hevertds direct testimony exp

being allowed to earn a rate of return on equity that is adequate to attract capital at
reasonable terms, under varying market conditions, and that will enable the utility to
provide safe, reliable electric service while maintaining its financial integrity. Witness
Hevert explained that unlike the cost of debt, the cost of equity is not observable and must
be estimated based on market data. Witness Hevert noted that since all financial models
are subject to various assumptions and constraints, equity analysts and investors tend to
use multiple methods to develop their return recommendations. Witness Hevert used the
Constant Growth and Multi-Stage forms of the Discounted Cash Flow (DCF) model; the
Capital Asset Pricing Model (CAPM); and the Bond Yield Risk Premium. He testified that

hi s recommendati on al so t akes i nto consider a

portfolio and the risks associated with environmental regulations, flotation costs, and
DECO6 s edlcapitalninvestment program. Witness Hevert also provided extensive
testimony concerning the capital market environment and addressed the effect those
market conditions have on the return investors require in order to commit their capital to
equity securities. Witness Hevert also focused upon capital market conditions as they
affect the Companyé6és customers in North

To calculate the dividend yield for the DCF, witness Hevert used the average daily
closing prices for the 30-trading days, 90-trading days, and 180-trading days as of
June 16, 2017. He then calculated the DCF results using each of the following growth
terms:

1 The Zackods c eterrs eamisgs growth estirgates;
1 The First Call consensus long-term earnings growth estimates; and
1 The Value Line earnings growth estimates.

Witness Hevert testified that for each proxy company he calculated the mean,
mean high, and mean low results. For the mean result, he combined the average of the
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EPS growth rate estimates reported by Value Line, Zacks, and First Call with the subject
companyo6s dividend yield for each pr oresult
for those estimates. His constant growth DCF results ranged from 7.91% to 9.83%.°

He testified with regard to his constant growth DCF that regardless of the method
employed, an authorized rate of return on equity that is well below returns authorized for

other utilities (1) runs counter to the Hope and Bluefield ic ompar abl e r i

(2) would place DEC at a competitive disadvantage, and (3) makes it difficult for DEC to
compete for capital at reasonable terms.

DEC witness Hevert testified that the Multi-Stage DCF model, which is an
extension of the constant growth form, enables the analyst to specify growth rates over
three distinct stages (i.e., time periods). As with the constant growth form of the DCF
model, the Multi-Stage form defines the cost of equity as the discount rate that sets the
current price equal to the discounted value of future cash flows. He testified in the first

t wo stages, A dediredh as frbjected divideads.el n t he t hi r d

compal

sko

stag

fl owso equal both dividends and the expected

end of the period (i.e., the terminal price). He calculated the terminal price based on the
Gordon model, which defines the price as the expected dividend divided by the difference
between the cost of equity (i.e., the discount rate) and the long-term expected growth
rate.

Witness Hevert testified that his Multi-Stage DCF long-term growth rate was 5.38%
based on the real gross domestic product (GDP) growth rate of 3.22% from 1929 through
2016 and an inflation rate of 2.09%. He testified that the GDP growth rate is calculated
as the compound growth rate in companies. Witness Hevert testified that his Multi-Stage
DCF analysis produced a range of results from 8.70% to 9.31%. Using the proxy group
price-to-earnings ratio to calculate a terminal valve, his Multi-Stage DCF produced a
range of results from 9.52% to 11.05%.

Witness Hevert testified that for his CAPM analysis risk-free rate, he used the
current 30-day average yield on 30-year Treasury bonds of 2.90% and the near-term
projected 30-year Treasury yield of 3.40%. For the market risk premium, he calculated
the market capitalization weighted average total return based on the constant growth DCF

model for each of the Standard & Poor 6s (S&

Bloomberg and Value Line. He then subtracted the current 30-year Treasury yield from
that amount to arrive at the market DCF-derived forward looking market risk premium
estimate. Witness Hevert used the beta coefficients reported by Bloomberg and Value
Line. He testified that his CAPM analysis suggested a rate of return on equity range of
9.11% to 11.05%.

10 Table 11 in the rebuttal testimony of witness Hevert contains updated analytical results for his DCF,
CAPM, and Bond Yield Risk Premium analyses. However, in summarizing his rebuttal testimony, witness

Hevert testified that A[n]one of their [opposing

or recommendati ons. 0
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Witness Hevert testified that for his risk premium analysis, he estimated the cost
of equity as the sum of the equity risk premium and the yield on a particular class of
bonds. He testified that the equity risk premium is typically estimated using a variety of
approaches, some of which incorporate ex-ante, or forward-looking, estimates of the cost
of equity, and others that consider historical, or ex-post, estimates. An alternative
approach is to use actual authorized returns for electric utilities to estimate the equity risk
premium.

Witness Hevert testified that he first defined the risk premium as the difference
between the authorized rate of return on equity and the then-prevailing level of the
long-term 30-year Treasury yield. He then gathered data for 1,517 electric utility rate
proceedings between January 1980 and June 16, 2017. In addition to the authorized rate
of return on equity, he also calculated the average period between the filing of the case
and the date of the final order (the fAlag per
interest rates during the pendency of the proceedings, he calculated the average 30-year
Treasury yield over the average lag period of approximately 201 days. He testified that
to analyze the relationship between interest rates and the equity risk premium, he used
regression analyses. Witness Hevert testified that based upon the regression coefficients,
the implied rate of return on equity in his risk premium analysis is between 9.97% and
10.33%.

Public Staff witness Parcell performed three rate of return on equity analyses using
the constant growth DCF, the CAPM, and comparable earnings.

Witness Parcell considered five indicators of growth in his DCF analyses:

1 Years 2012-2016 (five-year average) earnings retention, or fundamental
growth (per Value Line);

1 Five-year average of historic growth in EPS, dividends per share (DPS),
and book value per share (BVPS) (per Value Line);

1 Years 2017, 2018, and 2020-2022 projections of earnings retention growth
(per Value Line);

1 Years 2014-2016 to 2020-2022 projections of EPS, DPS, and BVPS (per
Value Line); and

1 Five-year projections of EPS growth (per First Call).

Witness Parcell testified that investors do not always use one single indicator of
growth. His analysis using these five dividend growth indicators materially differed from
DEC witness Hevertds sole use of analystsd pr
dividend growth.

Witness Parcell performed his DCF analysis on his proxy group of 11 companies,
where using only the high mean growth rate the cost of capital was 8.2%, and the Hevert
proxy group of 20 companies, where using only the highest mean growth rate the cost of
capital was 9.2%. He recommended a DCF rate of return on equity of 8.7% for DEC as
the mid-point of the two highest mean growth rates.
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Witness Parcell testified that the constant growth DCF model currently produced
cost of equity results that are lower than has been the case in recent years. This is, in
part, a reflection of the decline in capital costs (e.g., in terms of interest rates). He believed
that the constant growth DCF model remains relevant and informative. It was also his
personal experience that of all available cost equity models, this model is used the most
by cost of capital withesses. Nevertheless, in order to be conservative, he focused only
on the highest of the DCF results in making his recommendations.

Witness Parcell testified that he did not perform a multi-stage DCF, as he did not
believe that the results of a properly-constructed multi-stage DCF would materially differ
from the results of his constant-growth DCF.

Public Staff withess Parcell also performed a CAPM analysis, which describes the

relationship between a securityds investment ri sk and
risk-free rate, he used the three-month average yield for 20-year Treasury bonds. For the
beta, which indicates the securretarryvargbilityafr i abi |

the overall capital market, he used the most recent Value Line beta for each company in
his proxy group. He calculated the risk premium by comparing the annual returns on
equity of the S&P 500 with the actual yields of the 20-year Treasury bonds, by comparing
the total returns (i.e., dividends/interest plus gains/losses) for the S&P 500 group as well
as long-term government bonds, using both the arithmetic and geometric means. These
analyses revealed the average expected risk premium to be 5.8%. His CAPM results
collectively indicated a rate of return on equity of 6.3% to 6.7% for the Parcell and Hevert
proxy groups.

However, witness Parcell did not directly consider his CAPM results. He testified
that he has conducted CAPM studies in his cost of equity analyses for many years. He
stated that it is apparent that the CAPM results are currently significantly less than the
DCF and comparable earnings results. According to his testimony, there are two reasons
for the lower CAPM results. First, risk premiums are lower currently than was the case in
prior years. This is the result of lower equity returns that have been experienced beginning
with the Great Recession and continuing over the past several years. This is also
reflective of a decline in investor expectations of equity returns and risk premiums.
Second, the level of interest rates on Treasury bonds (i.e., the risk free rate) has been
lower in recent years. This is partially the result of the actions of the Federal Reserve
System to stimulate the economy. This also impacts investor expectation of returns in a
negative fashion.

Witness Parcell testified that, initially, investors may have believed that the decline
in Treasury yields was a temporary factor that would soon be replaced by a rise in interest
rates. However, this has not been the case, as interest rates have remained low and have
continued to decline for the past six-plus years. As a result, he believes that it cannot be
maintained that low interest rates (and low CAPM results) are temporary and do not reflect
investor expectations.
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Consequently, the CAPM results should be considered as one factor in
determining the cost of equity for DEC. Even though witness Parcell did not factor the
CAPM results directly into his cost of equity recommendation, he believed these lower
results are indicative of the recent and continuing decline in utility costs of capital,
including the cost of equity.

Witness Parcell also performed a comparable earnings analysis. He testified that
the cost of capital is an opportunity cost: the prospective return available to investors from
alternative investments of similar risk. He testified that the established legal standards
are consistent with the opportunity cost principle. The two Supreme Court cases most
frequently cited (Bluefield and Hope) hold that the return to the equity owners must be
sufficient:

1. To maintain the credit of the enterprise and confidence in its financial
integrity;

2. To permit the enterprise to attract required additional capital on reasonable
terms; and

3. To provide the enterprise and its investors with an earnings opportunity

commensurate with the returns available on investments in other
enterprises having corresponding risks.

Witness Parcell further testified that the comparable earnings method normally
examines the experienced and/or projected return on book common equity. The logic for
examining returns on book equity follows from the use of original cost rate base regulation
for public utilities, which usesa utii t y06s book common equity to
capital. This cost of capital is, in turn, used as the fair rate of return, which is then applied
(multiplied) to the book value of rate base to establish the dollar level of capital costs to
be recovered by the utility. This technique is thus consistent with the rate base rate of
return methodology used to set utility rates. Witness Parcell applied the comparable
earnings methodology by examining realized rates of return on equity for the Hevert and
Parcell groups of proxy companies, as well as unregulated companies, and evaluated
investor acceptance of these returns by reference to the resulting market-to-book ratios.
Witness Parcell used the experienced rates of return on equity of the two proxy groups of
utilities for the years 20027 2008 (the most recent business cycle) and 2009-2016 (the
current business cycle), and projected return on equity for 2017, 2018, and 20207 2022
(the time periods estimated by Value Line). He testified that his results indicate that
historic rates of return on equity of 9.7% to 11.0% have been adequate to produce
market-to-book ratios of 145% to 159% for the groups of utilities. Furthermore, projected
rates of return on equity for 2017, 2018, and 20207 2022 are within a range of 10.0% to
11.0% for the utility groups. These relate to market-to-book ratios of 178% or greater. He
also noted that the rates of return on equity and market-to-book ratios of his proxy group,
which all range over $20 billion in market value exceed those of wi t ness Hevertds
group, which are not selected based upon size.

Witness Parcell also conducted a comparable earnings analysis examining the
S&Pb6s 500 Co mpouesthet samedwo busipess cycles,t he groupds ave
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rates of return on equity ranged from 12.4% to 13.3%, with average market-to-books
ranging between 233% and 275%. In order to apply the S&P 500 Composite rates of
return on equity to the cost of equity for the proxy utilities, he compared the risk levels of
the electric utilities and the competitive companies comparing the respective Value Line
Safety Ranks, Value Line Betas, Value Line Financial Strengths, and S&P Stock

Rankings,asshownon wi tness Parcell 6s di 1 8Bobdduletle. st i

Witness Parcell testified that based upon recent and prospective rates of return on equity
and market-to-book analyses, his comparable earnings analysis indicates that the rate of
return on equity for the proxy utilities is in the range of 9.0% to 10.0%.

Witness Parcell testified in support of the 9.9% rate of return on equity in the
Stipulation. He explained that the Stipulation allows a 9.9% rate of return on equity and
a capital structure of 52% equity and 48% long-term debt. Witness Parcell explained that
the stipulatedrateof r et urn on equity is identical
the 2016 DNCP Rate Order and the 2018 DEP Rate Order. The overall rate of return in
the Stipulation is lower than the Company requested. Witness Parcell also explained that
the 9.9% rate of return on equity falls within the range of his comparable earnings
analysis.

Public Staff witness Parcell testified that in his experience, settlements are

t o

generally the r esudahdkt akfe 0g candd faatdtreg regoiadionse e

among the parties of utility rate proceedings, involving the utility and other parties. He
testified that it was also his understanding that settlements, as well as the individual

components of the settlements, ar eageénemn
to accept otherwise unacceptable individual aspects of individual issues in order to focus
on other issues. He testi fied it was his under st

except to the issues of Coal Ash (except for Coal Ash sales), Lee Nuclear return, nuclear
decommissioning, updates, customer usage methodology, Federal income taxes,
depreciation, Power Forward and the Grid Rider, and BFC.

Witness Parcell testified that it remains his position that should this be a fully
litigated proceeding, he would continue to recommend a capital structure with 50%
common equity and 50% long-term debt, a rate of return on equity of 9.10% (approximate
mid-point of his range of 8.70% to 9.50%), and a cost of debt of 4.59%. However, given
the benefits associated with entering into a settlement, it was his view that the cost of
capital components of the Stipulation are a reasonable resolution to otherwise
contentious issues.

Witness Parcell testified that each of the three cost of capital components - capital
structure, rate of return on equity, and debt cost - can be considered as reasonable within
the context of the Stipulation. He testified that DEC and the Public Staff, in their respective
testimonies, proposed fundamentally different views on a number of issues, such as
current market conditions and related current costs of common equity, as well as the
appropriate capital structure. The Stipulation represents a compromise, or middle ground
between their respective positions. He also testified that the cost of capital components
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of the Stipulation are reasonable within a broad negotiation and resolution of many of the
issues in this proceeding.

With respect to the rate of return on equity component of the Stipulation, withess
Parcell testified that DEC requested a rate of return on equity of 10.75%, which he noted
in his direct testimony was well above industry norms in recent years. He recommended
a 9.1% rate of return on equity (i.e., approximate mid-point of a rate of return on equity
range of 8.70% to 9.50%, which was derived from his DCF model results of 8.7% and his
comparable earnings results of 9.50%). Public Staff witness Parcell testified that while he
continues to believe his specific 9.1% rate of return on equity recommendation is
appropriate at this time, the upper end of his comparable earnings range of 9.0% to 10.0%
contains the 9.9% Stipulation rate of return on equity level. He also stated that a 9.9%
rate of return on equity is 0.80% above his 9.1% recommendation, and is 0.85% below
DECO6s 1 0te @f 5etorn onaequity request. As a result, the 9.9% rate of return on

equity in the Stipulation is a Acompromi seo
respective proposals. The 9.9% rate of return on equity also reflects a reduction from the
10. 2% authorized in DECOGs | ast rate proceedin

Witness Parcell testified that he had employed the comparable earnings method
in virtually all of his cost of capital analyses going back to 1972. He testified that the
comparable earnings analysis is based on the opportunity cost principle and is consistent
with and derived from the Bluefield and Hope decisions of the U.S. Supreme Court, which
are recognized as the primary standards for the establishment of a fair rate of return for
a regulated public utility. The comparable earnings method is also consistent with the
concept of rate base regulation for utilities, which employs the book value of both rate
base and the capital financing rate base. He testified that his comparable earnings
analyses consider the recent historic and prospective rates of return on equity for the
groups of proxy utility companies utilized by himself and DEC witness Hevert. He testified
that his conclusion of 9.0% to 10.0% reflects the actual rates of return on equity of the
proxy companies, as well as the market-to-book ratios of these companies. Witness
Parcell further testified that in the 2016 DNCP Rate Order, the Commission approved a
settlement between DNCP and the Public Staff with a common equity ratio of 51.75%
(versus the requested actual common equity ratio of 53.92%) and a rate of return on
equity of 9.9% (versus the 10.5% requested), and in the 2018 DEP Rate Order, the
Commission approved a common equity ratio of 52% versus the requested common
equity ratio of 53%, and a rate of return on common equity of 9.9% versus the 10.75%
DEP requested. The Commission approved the cost of capital components of both of
those proposed settlements. Witness Parcell testified that the equity ratio and rate of
return on equity in the Stipulation in the current DEC proceeding are consistent with those
of the DNCP and DEP proceedings.

DEC witness Hevert also testified in support of the Stipulation on the agreed-upon
rate of return on equity, capital structure, and overall rate of return contained in the
Stipulation. He testified that although the stipulated rate of return on equity is below the
lower bound of his recommended range of 10.25%, he recognized that the Stipulation
represents negotiations among DEC and the Public Staff regarding otherwise contested
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issues. He testified that the Company has determined that the terms of the Stipulation, in
particular the stipulated rate of return on equity and equity ratio, would be viewed by the
rating agencies as constructive and equitable, and that he understands and respects that
determination.

Witness Hevert testified that although the stipulated rate of return on equity falls
below his recommended range, the low end of which is 10.25%, it is within the range of
the analytical results presented in his direct and rebuttal testimonies. He testified that
capital market conditions continue to evolve and as a consequence, the models used to
estimate the cost of equity produce a wide range of estimates. Witness Hevert testified
that he recogni zes the benefits associated with DE(
Stipulation and as such, it is his view that the 9.90% stipulated rate of return on equity is
a reasonable resolution of an otherwise contentious issue.

Witness Hevert testified that he considered the stipulated rate of return on equity
in the context of authorized returns for other vertically-integrated electric utilities. He
testified that from January 2014 through February 2018, the average authorized rate of
return on equity for vertically-integrated electric utilities was 9.81%, only nine basis points
from the stipulated rate of return on equity. Of the 88 cases decided during that period,
33 included authorized returns of 9.90% or higher.

Witness Hevert testif toaaess extarnal cgpitalamdtheDE CO s

weight rating agencies place on the nature of the regulatory environment, he believes it

is important to consider the extent to which the jurisdictions that recently have authorized

rates of return on equity for electric utilities are viewed as having constructive regulatory
environments. Witness Hevert testified that North Carolina generally is considered to

have a constructive regulatory environment. He testified that Regulatory Research

Associates (RRA), which is a widely referenced source of rate case data, provides an
assessment of the extent to which regulatory |j
perspectives, or not. As RRA explains, less constructive environments are associated

with higher levels of risk:

RRA maintains three principal rating categories, Above Average,
Average, and Below Average, with Above Average indicating a relatively
more constructive, lower-risk regulatory environment from an investor
viewpoint, and Below Average indicating a less constructive, higher-risk
regulatory climate from an investor viewpoint, Within the three principal
rating categories, the numbers 1, 2, and 3 indicate relative position. The
designation 1 indicates a strong (more constructive) rating; 2, a mid-range
rating; and 3, a weaker (less constructive) rating. We endeavor to maintain
an approximate equal number of ratings above the average and below the
average.!!

11 Source: RRA, accessed November 20, 2017.
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Within RRAOGS ranking system, North Carolin
Hevert testified falls in the top one-third of the 53 regulatory commissions ranked by RRA.
Witness Hevert testified that the stipulated rate of return on equity falls ten to 12 basis
points below the mean and median authorized rate of return on equity, respectively, for
juisdi ctions that are comparable to North Carol
and 40 basis points above the median return authorized in less supportive jurisdictions.
Taken from that perspective, the stipulated rate of return on equity is a reasonable, if not
somewhat conservative, measur e of DEC6s cost of equity.

AGO witness Woolridge performed a DCF and CAPM for both his and witness
Hervertds pr ox y utltiesoWitpess Woblridge Idevelopead his DCF growth
rate after reviewing 13 growth rate measures including historic and projected growth rate
measures and evaluating growth in dividends, book value, EPS, and growth rate forecasts
from Yahoo, Reut er s, AGOhwdtneZsaModridge testified that it is well known
that long-term EPS growth rate forecasts of Wall Street securities analysts are overly
optimistic and upwardly biased. AGO witness Woolridge in his supplemental testimony
revised his DCF equity cost rate to 8.80% for his proxy group, and 8.80% for the Hevert

proxy group.

Il n witness Woolridgeds CAPM, he useoh for t
30-year U.S. Treasury bonds. He used the Value Line Investment Survey betas of 0.70
for his proxy group and 0.70 forwi t ness Hevert Wst peoxyWagaolouipd
market risk premium was 5.5% based in part upon the September 2017 CFO survey
conducted by CFO Magazine and Duke University, which included approximately 300
responses, in which the expected market risk premium was 4.32%. He testified thus, that
his 5.5% value is a conservatively high estimate of the market risk premium. Witness
Woolridge also testified that Duff & Phelps, a well-known valuation and corporate finance
advisor that publishes extensively on cost of capital, recommended in 2017 using a 5.5%
market risk premium, forthe US.Wi t ness Woolridgeds CAPM equi't
forbothhisandwi t ness Hevert Winesp Wanlkidge gave prumprg weight
to his DCF results in both his direct and supplemental testimony.

CUCA wi t n e s stestiédDhatnthre enbst useful methodology to produce
realistic rate of return on equity results relative to prevailing capital markets, when applied
appropriately, is the DCF. To check the reasonableness of his DCF analysis and to gauge
the proper rate of return on equity to recommend within the DCF range, he also performed
a comparable earnings analysis and CAPM. Wi t ness O6Donnel | ut il i ze
similar to DEC witness Hevertds, except wi tr
Dominion, as these companies are involved in ongoing merger discussions.

Witness O6Donnel |l calcul ated his DCF divic
retention of earnings, the historical ten-year and five-year compound annual EPS, DPS,
and BVPS as reported by Value Line, the Value Line forecasted compound annual rate
of change for EPS, DPS, and BVPS, and the forecasted rate of change for EPS that
industry analysts supplied to Charles Schwab and Company. Wi t ness OO6Donnel | ¢
growth rate range was 4.75% to 5.75%, and his calculated DCF range was 8.0% to 9.0%.

46



I n hi s comparabl e earning analysi s,
earned returns on equity for his proxy group and Duke Energy Corporation over the period
2015 through 2022, balancing historical and forecasted returns. The past and forecasted
earned returns for the proxy group were 9.25% to 10.25%, and the past and forecasted
earned returns for Duke Energy Corporation were 7.5% to 8.5%. His recommended rate
of return on equity based upon his comparable earnings analysis ranged from 8.75% to
9.75%.

Witness OO6Donnel |l testified t h-&eerafteand
the current 30-year Treasury bond yields of 2.9%. He expected the current interest rate
environment to remain relatively stable for many years to come, citing statements by
Federal Reserve Chairperson Janice Yellen.i Yel | en Says Forces
May Be LongLast i ng, 0 Bar r on sThe hita nsed fat l6is progy @rbup was
0.72 and the beta for Duke Energy Corporation was 0.60. To determine the risk premium
in his CAPM, witness -t&dmDBeometriednd arithrsedcdetutng fer
both large company equities and fixed income Long-Term Government Bonds with the
resulting risk premium ranging from 4.60% to 6.20%. He also evaluated the predicted
total market returns by a group of market experts, which ranged from 4.5% to 8%. He
concluded that his equity risk premium was in the range of 4% to 6% and his CAPM
resulted in a return on equity range of 5.06% to 7.52%.

Commercial Group witnesses Chriss and Rosa testified that the average of 97
reported electric utility rate case rates of return on equity authorized by commissions to
investor-owned utilities in 2015, 2016 and 2017 was 9.63%. Witnesses Chriss and Rosa
further testified that for the group reported by SNL Financial in Commercial Group Exhibit
CR-3, the average rate of return on equity for vertically integrated utilities authorized from
2015 through 2017 is 9.78%, which includes the significant outlier 11.95% approved for
Alaska Electric Light Power in Docket No. U-16-086, Order dated November 15, 2017.
Witnesses Chriss and Rosa testified the average rate of return on equity authorized for
vertically integrated utilities was in 2015, 9.75%; in 2016, 9.77%; and in 2017, 9.78%.

Witnesses Chriss and Rosa testified that they know the rate of return on equity
decisions of other state regulatory commissions are not binding on the Commission. They
testified that each commission considers the specific circumstances in each case in its
determination of the proper rate of return on equity. They provided information in their
testimony to illustrate a national customer perspective on industry trends in authorized
rates of return on equity. These witnesses testified that in addition to using recent
authorized rates of return on equity as a general gauge of reasonableness for the various
cost-of-equity analyses presented in this case, the Commission should consider how its
authorized rate of return on equity impacts North Carolina customers relative to other
jurisdictions.

CIGFUR Il witness Phillips did not perform cost of capital analyses. He testified
t hat DECO6s request edity ofd0.76% ie excessiwe and should he
rejecteddf He st ated that DECOG6s current authori
was authorized in the Commissionbés 2013
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2013. Witness Phillips testified that costs of capital have decined si nce DECO6s | ¢
case. Every quarter, RRA, an affiliate of SNL Financial, updates its Major Rate Case

Decisions report that covers electric and natural gas utility rate case outcomes.

Specifically, this report tracks the authorized rates of return on equity resulting from utility

rate cases. The most recent report, updated through September 30, 2017, shows that the

national average authorized rate of return on equity for electric utilities in the first nine
months of thisyeari s 9. 6 3 %, nearly 60 basis pazedts bel
rate of return on equity. Wi t ness Phillips concluded that DE
return on equity, and definitely DECO6s reques
above the current market cost of equity. Witness Phillips recommended that the
Commission authorize a rate of return on equity that does not exceed the national average

of 9.63%.

Tech Customers witness Strunk did not perform rate of return on equity analyses.
Instead, his cost of capital testimony focused on criticism of DEC witness Hevert
assigning a higher risk factor to DEC than the electric utilities in withessHever t 6 s pr o X

group.

Witness Strunk testified that witness Hevert has not done any quantitative analysis
to support his testimony that DEC has a comparatively high level of capital expenditures,
nor has DECO0s witness Hevert done any compar a
that DEC faces higher risks of environmental regulation than withness Hever t 6 s pr oxy
group. Witness Strunk also testified that DE
for the regulatory environment in which DEC o
regulatory climate is favorable relative to other states.

2. Discussion of Rate of Return Evidence and Conclusions

In a fully contested rate case such as, for example, the 2012 DNCP rate case,
there will almost inevitably be conflicting rate of return on equity expert testimony. Even
in a partially settled case, the Commission may be faced with conflicting rate of return on
equity expert witnesses whose testimony, in accordance with CUCA |1 and Cooper |,
requires detailed consideration and, as necessary, evaluation by the Commission of
competing methodologies, opinions, and recommendations. These were the
circumstances in DECOs 2 &/1Sub98%wheh resaltedeintheDo c k e t
Cooper | decision, as well as the 2013 DEP Rate Case. In both of those cases, rate of
return on equity expert testimony from CUCA witness O6 Donnel | provided ai
rate of return on equity analysis that pegged
than the settled rate of return on equity. The Supreme Court in Cooper | faulted the
Commission for not making explicit its evaluation of this testimony, and, thus, the
Commission in the 2013 DEP Rate Order made an express evaluation of witness
O6Donnell 6s testi monyoopenldecsicnor dance with the

The Commission determines the appropriate rate of return on equity based upon

the evidence and particular circumstances of each case. However, the Commission
believes that the rate of return on equity trends and decisions by other regulatory
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authorities deserve some weight, as (1) they provide a check or additional perspective on

the case-specific circumstances, and (2) the Company must compete with other regulated

utilities in the capital markets, meaning that a rate of return on equity significantly lower

than that approved for other utilities of com
ability to raise necessary capital, while a rate of return on equity significantly higher than

other utilities of comparable risk would result in customers paying more than necessary.

In this connection, the analysis performed by Commercial Group witnesses Chriss and

Rosa, as modified by witness Hevert, is instructive. Witnesses Chriss and Rosa noted

that according to data from SNL Financial for 2015 through 2017, authorized rates of

return on equity across the country for vertically-integrated electric utilities have been in

the range of 9.10% to 10.55%, excluding the Alaska Electric Light and Power significant

outlier at 11.95%. Witnesses Chriss and Rosa calculated the mean authorized rate of

return on equity for vertically-integrated utilities like DEC to be 9.78%. Witness Hevert, in
commenting upon and evaluating their testimony in his Rebuttal Testimony, refined their

analysis and presented his findings in Exhibit RBH-R28 to add in jurisdictional rankings.

Doing so results in a rate of return on equity range from 9.80% to 10.55%, with a median

of 10.0%. Tr. Vol. 4, p. 393. The Stipulation rate of return on equity is, of course, within

that range, and actually below the median of that range. As wi t ness Hevertooés
testi mony notes, isince 2014, the average au
integrated electric utilities has been 9.81%, only nine basis points from the Stipulation

rate of return on equity. Among jurisdictions that, like North Carolina, are seen as having
constructive regulatory environments, the average authorized ROE [rate of return on

equity] was 10.02%, 12 basis points above the 9.90% Stipulation ROE [rate of return on

e gui tdyar 418. Accordingly, the evidence presented concerning other authorized

rates of return on equity, when put into proper context, lends substantial support to the

stipulated 9.9% rate of return on equity level.

Finally, as the Supreme Court made clear in CUCA | and CUCA Il, the Commission
should give consideration to the non-unanimous Stipulation as relevant evidence, along
with al/l evidence presented by other parties
provisions should be accepted. In this case, insofar as expert rate of return on equity
testimony is concerned, no expert witness presented credible or substantial evidence that
the stipulated 9.9% rate of return on equity is not just or reasonable to all parties. Both
witnesses Hevert and Parcell supported DECO6s required rate of r et
level, in the context of the Stipulation as a whole, and witness Hevert was subjected to
extensive cross-examination. Thus, the Commission finds and concludes that the
Stipulation, along with the expert testimony of witnesses Hevert (risk premium analysis),

O6Donnel | (comparable earnings), and Parcell

substantial evidence of the appropriate rate of return on equity and are entitled to

substantial weight in the Commission 6 s det er mi nati on of this iss
3. Evidence of Impact of Changing Economic Conditions on Customers

As noted above, utility rates must be set within the constitutional constraints made
clear by the United States Supreme Court in Bluefield and Hope. To fix rates that do not
allow a utility to recover its costs, including the cost of equity capital, would be an
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unconstitutional taking. In assessing the impact of changing economic conditions on
customers in setting a return on equity, the Commission must nonetheless provide the
public utility with the opportunity, by sound management, to (1) produce a fair profit for its
shareholders, in view of current economic conditions, (2) maintain its facilities and

service, and (3) compete in the marketplace for capital. St at e ex r el . Util s
General Telephone Co. of the Southeast, 281 N.C. 318, 370, 189 S.E.2d 705 (1972). As
the Supreme Court held in that <case, these f:

retur n d eBudfieldaadHope.ld

a. Discussion and Conclusions Regarding Evidence Introduced During
the Expert Witness Hearing

In this case, all parties had the opportunity to present the Commission with
evidence concerning changing economic conditions as they affect customers. The
testimony of witnesses Hevert and Parcell, which the Commission finds entitled to
substantial weight, addresses changing economic conditions at some length. Witness
Hevert provided detailed data concerning changing economic conditions in North Carolina
as well as nationally, and concluded that the North Carolina-s peci f i ¢ condi ti ons
correl at edo wihe broaderonationwidd ecamamy. iAs sudh, withess Hevert
testified that changing economic conditions, both nationally and specific to North Carolina,
are reflected in his rate of return on equity estimates.

DEC witness Hevert testified extensively on economic conditions in North Carolina.
He testified that unemployment has fallen substantially in North Carolina and the U.S.
since late 2009 and early 2010, when the rates peaked at 10.00% and 11.30%,
respectively. By May 2017, the unemployment rate had fallen to one-half of those peak
levels: 4.30% nationally, and 4.50% in North Carolina.Si nce DECO0s | ast rate
the unemployment rate in North Carolina has fallen from 8.70% to 4.50%.

Witness Hevert testified that with respect to GDP, there also has been a relatively
strong correlation between North Carolina and the national economy (approximately
69.00%). Since the financial crisis, the national rate of growth at times (during portions of
2010 and 2012) outpaced North Carolina. Since the third quarter of 2015, however, North
Carolina has consistently exceeded the national growth rate. He testified that as to
median household income, the correlation between North Carolina and the U.S. is
relatively strong (nearly 86.18% from 2005 through 2015). Since 2009 (that is, the years
subsequent to the financial crisis), median household income in North Carolina has grown
at a faster annual rate than the national median income.

Witness Hevert testified as to the seasonally unadjusted unemployment rates in
the counties served by DEC. At the unemployment peak, which occurred in late 2009 into
early 2010, the unemployment rate in those counties reached 13.80% (1.80 percentage
points higher than the State-wide average); by April 2017 it had fallen to approximately

4.15% (0.15 percentage points lower than the State-wide average). Si nce DEC&s | ast
filing in 2013, t he steatexhaue fallen leyover 50 permmgntige y me n
points.

50



Witness Hevert testified that it is his opinion that, based on the indicators discussed
above, North Carolina and the counties cont ai
steadily emerge fromthe econo mi ¢ downturn that prevailed dul
case, and that they have experienced significant economic improvement during the last
several years. He testified that this improvement is projected to continue.

Public Staff witness Parcell testified that he is aware of no clear numerical basis
for quantifying the impact of changing economic conditions on customers in determining
an appropriate rate of return on equity in setting rates for a public utility. He testified that
the impact of changing economic conditions nationwide is inherent in the methods and
data used in his study to determine the cost of equity for utilities that are comparable in
risk to DEC.

Witness Parcell testified that DEC provides service in 44 counties, and that the 11
counties North Carolina Department of Commerce classified as Tier 1 counties had an
August 2017 not-seasonally-adjusted combined unemployment rate of 4.5%, with a
combined total of 6,177 persons unemployed, and a combined total labor force of 136,989
persons. The 21 Tier 2 counties had an August 2017 not-seasonally-adjusted combined
unemployment rate of 4.6%, with a combined total of 54,552 persons unemployed and a
combined total labor force of 1.193 million persons. The 12 Tier 3 counties had an August
2017 not-seasonally-adjusted combined unemployment rate of 4.0%, with a combined
total of 80,066 persons unemployed, with a combined total labor force of 2.009 million
persons. The August 2017 not-seasonally-adjusted North Carolina unemployment rate
was 4.5%. He testified that all 44 counties experienced a drop in their not-seasonally-
adjusted unemployment rates between August 2016 and August 2017, averaging a 0.8%
decrease compared to the statewide decrease of 0.8%. Witness Parcell further testified
that the North Carolina Department of Commerce in its December 2017 NC Today stated
that North Carolina industry employment had an increase of 71,500 over the year, an
increase in real taxable retail sales of $401.0 million over the year, an increase in
residential building permits of 16.9% over the year, and an increase in job postings of
12.2% over the year. Witness Parcell testified that there are reasons to believe that the
economic conditions in the nation and in North Carolina will continue to improve, which
should provide a benefit for many DEC customers. He concluded by stating that the

Commi ssionds duty t o set rates as |l ow as r
constitutional requirements without jeopardizing adequate and reliable service is the
sameregardlessof t he customerés ability to pay.
b. Evidence Introduced During Public Withness Hearings and Further

Conclusions

The Commi ssionds review also includes cons
primarily by way of non-expert witness testimony, at three evening hearings held

throughout DECG6s North Carolina service terri:t

public witness hearings held in this proceeding afforded 75 public witnesses, most of
whom are customers of DEC, the opportunity to be heard regarding their respective
positions on DECO6s application for a general

51



the non-expert witness hearings illustrates in detail the difficult economic conditions facing
many DEC customer s, and the witnessesbo
related to coal ash cleanup. More than 20 witnesses testified that the rate increase was
not affordable for many customers, including those on fixed incomes, the elderly, persons
with disabilities, the under- and unemployed, and the poor. Notably, a number of
customers also expressed the view that the Company should be required to revise its
current grid modernization plans in favor of increased energy efficiency and renewable
energy resources initiatives. A representative sample of the public witness testimony
received is summarized below.

Summary of Testimony Received in Franklin

At the hearing in Franklin, witnesses Watters, Bugash, Friedman, and Corbin
acknowledged that DEC provides reliable electric service, and is responsive when power
outages occur, particularly those that are weather-related or caused by natural disasters.
Notwithstanding their general satisfaction with electric service reliability, neither witness

gener ;

Watters nor witness Bugash supports DECOGs r eq

on the other hand, testified that DEC does not provide adequate or reliable electric
service, particularly to those customers who live in the mountains, and that minor
inclement weather can result in power outages that take DEC days or weeks to resolve.
Witness Lawley testified that the power has gone out at her residence nearly 100 times
during a two-year period. Witness Lawley testified that DEC claimed that the outages
were caused by squirrels, but she opined that the outages actually were the result of a
defective piece of equipment that DEC failed to timely fix. Withess Boyd testified that he
also does not receive reliable electric service from DEC and opined that this is in part due
to DEC6s failure to adequately manage
testified that she was overcharged by DEC for many years due to having been listed
incorrectly by DEC as a recipient of natural gas utility service. Chairman Finley directed
DEC to investigate the service and billing complaints of these witnesses, and to report to
the Commission the results thereof.

Witness Watters testified that it is unfair that the lowest energy users are charged
a higher variable rate for energy than those customers who consume larger amounts of
energy. Witnesses Watters, Friedman, and Smith testified that DEC should be doing more
to transition from coal and natural gas to renewable energy, including solar and wind
power.

Witnesses Sparks, Erickson, Horton, Crawford, Boyd, and Smith oppose a rate

veget a

increase because, in their opinion, DECO&6s fin,;

rate increase is unnecessary. Witnesses Sparks, Horton, Lawley, Zwinak, Wilde, Smith,
and Corbin testified that customers living on a fixed or low income, including senior
citizens and those living with disabilities, cannot afford a rate increase. Witness Wilde
testified that A even [ ] a one <cent i ncrease 1in

stretched fixed-incomes of the elderly. Tr. Vol. 1, p. 64. After explaining that a number of
counties across North Carolina face significant economic distress, witness Smith, a
former Board Chair of the Jackson-Macon Conservation Alliance, expressed concern that
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the suggested rate hike would be 0shamoesd equa
economic didsagb6.Antyi eat e i ncrease, Mr. Smith co
to real sacrifices for woKlkai6B @idess @mith futhero i n t
testified that a rate increase would discourage energy efficiency and conservation

measures.

Witnesses Sparks, Erickson, Crawford, Bugash, Friedman, Lawley, Zwinak,
Crownover, Wilde, and Smith testified that DE
Sshould be required to bear the costs of DECO
handle and dispose of coal ash. Witnesses Lawley and Smith testified that those

cust omers directly affected by DECG6s <coal ash
bottled water for a long time and have not received any reimbursement for their losses,
but still woul d be subject to paying for a reé

non-compliance. Witnesses Friedman and Lawley also oppose the cost recovery for the
canceled Lee nuclear plant.

Witness Lawley testified that, in his opini
is inadequate, and that DEC is not doing enough to improve redundancy. Witness Lawley
al so, however, opposes DECO6s proposed grid m

vagueness and cost.

In its March 29, 2018 Customer Inquiry Follow-up Report, DEC stated that it
investigated and resolved the service complaints of withesses Lawley and Crownover.
DEC6s March 29, 2018 dpRepotrdienotaddressthe complalmio | | o w
of witness Boyd, however.

Summary of Testimony Received in Greensboro

Witness Goodson, the Executive Director for the North Carolina Community Action
Association, thanked DEC for its current programs designed to aid low-income individuals
and requested that the Company increase its spending on such programs, including its
energy efficiency weatherization program.

Witnesses Goodson, Wright, Bass, Merrell, Concepcion, Preschle, Phillips,
Stevenson, Diaz-Reyes, Smith, Ruder, Ellison, Kriegsman, Freeman, Hutchby, and
Longstreet testified that many ratepayers cannot afford a rate increase, particularly the
under- and unemployed and those living on low or fixed incomes, including students,
persons with disabilities, the elderly, and the poor. Withesses Wright and Diaz-Reyes also
testified that those who would have a difficult time paying for a rate increase also are the
customers likely to use more energy due to living in older, more poorly insulated homes.
Witness Sevier, a member of AARP, testified that homeless students, in addition to Social
Security recipients, would not be able to pay for a rate increase. Witness Petty testified
that the rate increase would disproportionately affect the budgets of low income
individuals more so than those with disposable income. Witness Concepcion complained
that her electric bill was unreasonably high for January 2018.
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Witnesses Carter, Wright, Phillips, Stevenson, and Hutchby testified that, in their
opinion, DECOGs financi al position i s heal t h
unnecessary. Witness Stevenson testified that the recent federal tax cut should obviate
the need f or s o meuestedrataihctease.f DECO s

Witnesses A. Martin, R. Martin, Graham, Bass, Merrell, Concepcion, Tuch,
Preschle, Lange, Phillips, Bishop, Diaz-Reyes, Smith, Robins, Fansler, Kriegsman,
Mot singer, and Hutchby testified tayergshoddEC6s s
be required to bear the costs of DECG6s misman
dispose of coal ash. Witness Graham testified that she lives near a DEC coal ash pit and,
as a result, has had to live on bottled water for over 1,000 days. Witnesses Graham,
Fansler, and Hutchby testified that it is wrong to ask those who have been directly harmed
by DECG6s coal ash management practices to als

Witnesses A. Martin and Tuch testified i n suppor t ffats towarH CO s e

increasing renewable energy and contend they would be willing to pay a premium for their
electric service to support those endeavors. Witness Tuch, the Chair of the North Carolina
Climate Solutions Coalition, testified that Duke should be planning to transition to 100
percent cleaner, renewable energy by 2050. Witnesses Preschle and Diaz-Reyes testified
that DEC should be more focused on cost-effective clean energy and sustainability
practices, including offshore wind energy. Witness Freeman testified that the proposed
increase to the basic customer charge is unfair to low-income customers and those who
use the least amount of energy, including those customers who employ energy efficiency
or have invested in renewable energy measures.

Witnesses Bishop and Fansler oppose the cost recovery for the canceled Lee

nucl ear pl ant . Witnesses Stevenson and Krieg
proposed grid modernization initiative, stating that the program lacks transparency and

Nfdet ai | egtvenitha rederg failed nuclear ventures, also because the grid mods are

future investmentandtheoth er i ssues ar B Vpl.2spt6d.Wineds Ruders . 0
opposes cost recovery for AMI smart meters a

i nvest ment, 0 ab ou tvehada naniberofcanplaintseld. at 71h a

In its March 29, 2018 Customer Inquiry Follow-up Report, DEC stated that it
investigated and resolved the Dbilling compl ai
2018 Customer Inquiry Follow-up Report did not address the complaint of witness
Graham.

Summary of Testimony Received in Charlotte

Witnesses Kasher, Taylor, English, Nicholson, Satterfield, Brown, Hollis, McLaney,
Moore, Henry, Sprouse, Blotnick, Copulsky, Jones, Segal, Lauer, Eddleman, and Mitchell
testified that DECO0s shareholders, and not it
costs of DECO6s mfailingnta prapgrly heediet andidispose of coal ash.
Witnesses English, Nicholson, and Satterfield testified that allowing DEC to charge its
ratepayers for coal ash cleanup would set problematic precedent in the event of future
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environmental issues. Witnesses Brown and Lauer testified to the direct impacts that
DEC6s <coal ash mismanagements have had on the
and opined that 1t is wrong to ask those who
ash management practices to pay more for their electric service. Witness Eddleman
testified that DEC€ohds nfealtweys rmceofadsadh pits.

Witnesses Nichol son, Dawson, Segal, and Ed:u
position is healthy enough such that a rate increase is unnecessary. Witnesses Kasher
and Sparrow testified that the recent federal tax cut should obviate the need for some or
all of DECO6s requested rate increase.

Witnesses Kasher, English, Kneidel, Crawford, Blotnick, King, Houlihan, Jones,
Eddleman, and Adams testified that DEC should be more focused on cleaner, cheaper
renewable energy, including wind and solar. Witnesses Kneidel, Moore, Henry, King,
Houl i han, Copul sky, Rose, and Adams testified
initiative is vague and will not do enough to connect more, clean, renewable energy to the
grid. Witnesses Moore, Henry, Blotnick, King, and Houlihan testified that DEC has not
justified its planned grid modernization spending, particularly since it will not help to lower
bills or conserve electricity and does not involve actual modernization of the grid. Witness
Henry al so testified i n opposi tion t o DECO s
modernization spending.

Witnesses Baker, Williams, Taylor, Nicholson, Hollis, Johnson, Dawson, Jones,
Cano, Segal, and Mitchell testified that many ratepayers cannot afford a rate increase,
particularly the under- and unemployed and those on low or fixed incomes, including the
elderly, persons with disabilities, and the poor. Witnesses Satterfield, Hollis, Blotnick, and
EddIl eman oppose DECO s proposed basic custom
disproportionately affects low-income individuals and those that use the least amount of
energy or practice energy conservation measures.

Witnesses English, Nicholson, Satterfield, Henry, Sprouse, Copulsky, Eddleman,
and Adams testified in opposition to cost recovery for the canceled Lee nuclear plant.

In its March 29, 2018 Customer Inquiry Follow-up Report, DEC stated that it
investigated the complaint of witness Lauer and determined that the location at issue is
served by Rutherford Electric Membership Corp
Customer Inquiry Follow-up Report did not address the complaint of withess Brown.

The Commission accepts as credible and probative the testimony of public
witnesses, illustrating the economic strain felt by many North Carolina citizens, while also
reflecting their interests in energy efficiency and renewable energy. The Commission also
accepts as credible and probative the testimony of withess Hevert indicating that
economic conditions in North Carolina are highly correlated with national conditions, and
that such conditions are reflected in his econometric analyses and resulting rate of return
on equity recommendations.
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c. Commi ssi onods Deci si on Sed Appraving Rt e of

Adjustment Takes Into Account and Ameliorates the Impact of Current
Economic Conditions on Customers

As noted above, t he CN.G)GensHat. § B26133 isdausety

unde

rates as | ow as reasonably possible without i

capital needed to provide reliable electric service and recover its cost of providing service.
The Commission is especially mindful of this duty in light of the evidence in this case
concerning the impact of current economic conditions on customers.

Chapter 62 in general, and N.C. Gen. Stat. § 62-133 in particular, set forth an
elaborate formula the Commission must employ in establishing rates. The rate of return
on cost of property element of the formula in N.C. Gen. Stat. 8§ 62-133(b)(4) is a
significant, but not independent one. Each element of the formula must be analyzed to
deter mi ne t he avice dnd reverue reqoiteraent. Thd Commmission must
make many subjective decisions with respect to each element in the formula in
establishing the rates it approves in a general rate case. The Commission must approve
accounting and pro forma adjustments to comply with N.C. Gen. Stat. § 62-133(b)(3). The
Commission must approve depreciation rates pursuant to N.C. Gen. Stat. § 62-133(b)(1).
The decisions the Commission makes in each of these subjective areas have multiple
and varied impacts on the decisions it makes elsewhere in establishing rates, such as its
decision on rate of return on equity.

Economic conditions existing during the test year, at the time of the public
hearings, and at the date of this Order affectnotonly t he abi l ity otb
pay electric rates, but also the ability of DEC to earn the authorized rate of return during
the period rates will be in effect. Pursuant to N.C. Gen. Stat. § 62-133, rates in North
Carolina are set based on a modified historic test period.*? A component of cost of service
as important as return on investment is test year revenues.® The higher the level of test
year revenues the lower the need for a rate increase, all else remaining equal. Historically,
and in this case, test year revenues are established through resort to regression analysis,
using historic rates of revenue growth or decline to determine end of test year revenues.

DEC is in a significant construction mode T adding new gas-fired plants, retrofitting
nuclear units, and investing in transmission and distribution facilities. Much of this
investment is responsive to environmental regulatory requirements. New gas units will
replace older, less efficient, higher polluting coal units. These units do little to meet new
growth.

When costs and expenses grow at a faster pace than revenues during the period
when rates will be in effect, the utility will experience a decline in its realized rate of return
on investment to a level below its authorized rate of return. Differences exist between the
authorized return and the earned, or realized, return. Components of the cost of service

12 N.C. Gen. Stat. § 62-133(c)
13 N.C. Gen. Stat. § 62-133(b)(3).
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must be paid from the rates the utility charges before the equity investors are paid their
return on equity. Operating and administrative expenses must be paid, depreciation must
be funded, taxes must be paid, and the utility must pay interest on the debt it incurs. To
the extent revenues are insufficient to cover the entire cost of service, the shortfall
reduces the return to the equity investor, last in line to be paid. When this occurs, the
utilityds realized, or earned, return is | ess

This phenomenon, caused by incurrence of higher costs prior to the
implementation of new rates to recover those higher costs, is commonly referred to as
regulatory lag. Just as the Commission confronts constitutional and statutory restrictions
in making discrete decrements to rate of return on equity to mitigate the impact of rates
on consumers, it also confronts statutory constraints on its ability to adjust test year
revenues to mitigate for regulatory lag. The Commission, in its expert experience and
judgment and based on evidence in the record, is aware of the effects of regulatory lag in
the existing economic environment. However, just as the Commission is constrained to
address difficult economic times on customers
lower rate of return on equity in isolation from the many subjective determinations that
must be made in a general rate case, it likewise does not address the effect of regulatory
lag on the Company by establishing a higher rate of return on equity. Instead, in setting
the rate of return, the Commission considers both of these negative impacts in its ultimate
decision f i xi nge ConmB6ian keeps tale factors affected by current
economic conditions in mind in the many subjective decisions it makes in establishing
rates. In doing so in the case at hand, the Commission has accepted the stipulated 9.9%
rate of return on equity in the context of weighing and balancing numerous factors and
making many subjective decisions. When these decisions are viewed as a whole,
including the decision to establish the rate
overall decision fixing rates in this general rate case results in lower rates to consumers
in the existing economic environment.

Consumers pay rates, a charge in cents per kWh or per kW for the electricity they
consume. Investors are compensated by earning a return on the capital they invest in the
business. Consumers do not pay a rate of return on equity. Investors are paid in dollars.
In this case, DEC filed rate schedules that would have produced additional annual
revenues of $612,647,000. This is the amount ratepayers would pay. These additional
revenues, pursuant to the Application and acc
have produced $5,340,499,000 in total electric operating revenues and $1,093,549,000
in return on investment. Of this amount, $786,153,000 was the return that would have
been paidtoequityinve st or s, the fAiAetardi og tquithg. Appl ic
of return on equityo financed portion of the
on equityo) would have been 10. 75 %.

All of the scores of adjustments the Commission approves reduce the revenues to
be recovered from ratepayers and the return to be paid to equity investors. Some
adjustments reduce the authorized rate of return on investment financed by equity
investors. The noted adjustments are made solely to reduce rates and provide rate
stability to consumers (and return to equity investors) to recognize the difficulty for
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consumers to pay in the current economic environment. Whi | e t he equity 1inv
was calculated by resort to a rate of return on equity of 9.9% instead of 10.75%, this is

only one approved adjustment that reduced ratepayer responsibility and equity investor

reward. Many other adjustments reduced the dollars the investors actually have the

opportunity to receive. Therefore, nearly all of these other adjustments reduce ratepayer
responsibility and equity i nvestor returns
responsibility to establish rates as low as reasonably permissible without transgressing
constitutional constraints.

For example, to the extent the Commission makes downward adjustments to rate
base, or disallows test year expenses, or increases test year revenues, or reduces the
equity capital structure component, the Commission reduces the rates consumers pay
during the future period when rates will be in effect. Because the wutilityo
compensation for the provision of service to consumers takes the form of return on
investment, downward adjustments to rate base or disallowances of test year expenses
or increases to test year revenues, or reduction in the equity capital structure component,
reduce investorso6 return on investment irresp
on equity.

The rate base, expenses, and revenue examples listed above are instances where
the Commission makes decisions in each general rate case, including the present case,

t hat influence the Commi ssionbés determinati on
service and the revenue requirement. The Commission always endeavors to comply with

the North Carolina Supreme Courtds requiremeil
reasonably consistento with U.S. Constitutior

conditions in which ratepayers find themselves. While compliance with these
requirements may have been implicit and, the Commission reasonably assumed,
self-evident as shown above, the Commission makes them explicit in this case to comply
with the Supreme Court requirements of Cooper 1.

Based on the changing economic conditionsandtheir ef f ect s on DECOs ¢
the Commission recognizes the financial difficulty that adjustmentsi n DECO6mayr at e s
create for some o fpedaly®v-ncomealcsstomene Asshownegthe
evidence, relatively small changes in the rate of return on equity have a substantial impact
on a util it yTherefoleatseeCommmassion shas carefully considered the
changing economic conditions and their ef fec
deci sion r egar diedmrte @ ECih on eyyuty Mhe Commission also
recognizes that the Company is investing significant sums in generation, transmission,
and distribution improvements to serve its customers, thus requiring the Company to
maintain its creditworthiness in order to compete for large sums of capital on reasonable
terms. The Commission must weigh the impact of changing economic conditions on
DEC6s customers against the benefits that tho
ability to provide safe, adequate, and reliable electric service. Safe, adequate, and reliable
electric service is essential to the well-being of the people, businesses, institutions, and
economy of North Carolina.
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The Commission finds and concludes that these investments by the Company
provide significant benefi t s t o al | o f TieEGndnEssion condludes that s .
the rate of return on equity approved by the Commission in this proceeding appropriately
bal ances the benefits received by DECG6s cust
adequate, and reliable electric service in support of the well-being of the people,
businesses, institutions, and economy of North Carolina with the difficulties that some of
DECO6s cust opnerrisenwdad |i rexpayiratas. DEC6s adjusted

Finally, the Commission gives significant weight to the Stipulation and the benefits
that 1t provides to DEC6s customers, which th
i ndependent piece of evidence undGJEA Itahde Supr
CUCA II.

The Commission in every case seeks to comply with the N.C. Supreme Court
mandate that the Commission establish rates as low as possible within Constitutional
limits. The scores of adjustments the Commission approves in this case comply with that
mandate. Nearly all of them reduced the requested return on equity and benefit
consumers6 ability to pay their bills in this

In this case, DEC originally requested a retail revenue increase of $611 million, or
a 12.8% increase in annual revenues. The Commi ssi on has examined
Application and supporting testimony and exhibits and Form E-1 filings seeking to justify
this increase. The Public Staff and DEC reached a Stipulation that resulted in reducing
the retail revenue increase sought by the Company by approximately $159 million. The
Public Staff represents the using and consuming public, including those having difficulty
paying their bills. The Public Staff representatives attended all of the hearings held across
the Statetor ec ei ve c ust o rnibkerPgbbc Stafthadaistaffofrexpert engineers,
economists, and accountants who investigatean d audit t he Chhelublioy 6s f i
Staff must recommend rates consumers should pay and the return on investment equity
investors should receive. The Public Staff considers all factors included in cost of service.
In recent years, the Public Staff and the utilities have entered into settlements resolving
the issues so as to avoid at least part of the substantial rate case expense customers
otherwise would pay. This process is favored by financial analysts and rating agencies
because it reduces delay and enhances predictability, thereby creating a constructive,
credit supportive, regulatory environment ultimately reflected favorably in investo r s 0
required cost of capital. Intervenors who generally represent narrow segments or classes
of ratepayers seldom enter into these settlements, though often times they do not oppose
them.

As with all settlement agreements, each party to the Stipulation gained some
benefits that it deemed important and gave some concessions for those benefits. Based
on DECG6s App! ifieatestinony, itasnagparent teat the Stipulation ties the
9.9% rate of return on equity to substantial concessions the Company made.
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Summary and Conclusions on the Rate of Return on Equity

The Commission has carefully evaluated the return on equity testimonies of DEC
witness Hevert, Public Staff witness Parcell, AGO witness Woolridge, CUCA witness
O06 Do nnel Ircial Gaupwmateesses Chriss and Rosa, Tech Group witness Strunk,
and CIGFUR Il witness Phillips. The Commission finds that the comparable earnings
analysis testimony of Public Staff witness Parcell, the risk premium analysis testimony of
DEC witness Hever t the comparabl e earnings testimon
and the Stipulation are credible, probative, and are entitled to substantial weight.

Public Staff witness Parcell conducted a comparable earnings analysis using both
his and wi t npeogysgroup®e of electrid stilities. His comparable earnings
recommended rate of return on equity range was 9.0% to 10.0%. The Commission
approved rate of return on equity of 9.9% is in the upper portion of his range. As testified
by witness Parcell, the comparable earnings analysis is based on the opportunity cost
principle and is consistent with and derived from the Bluefield and Hope decisions of the
U.S. Supreme Court, which are recognized as the primary standards for the
establishment of a fair rate of return for a regulated public utility. The comparable earnings
method is also consistent with the concept of rate base regulation for utilities, which
employs the book value of both rate base and the capital financing rate base. Witness
Parcell testified that his comparable earnings analyses considers the recent historic and
prospective rates of return on equity for the groups of proxy utilities companies utilized by
himself and DEC witness Hevert. He testified that his comparable earnings analyses
reflect the actual rates of return on equity of the proxy companies, as well as the market-
to-book ratios of these companies.

DEC competes against the Hevert and Parcell electric proxy group electric
companies and other electric utilities for investments in equity capital. Investors have
choices as to which electric utilities, or other companies, in which to invest. A Commission
approved rate of return on equity for DEC below the earned rates of return on equity of
other electric utilities could provide one basis for investors to invest in the equity of electric
utilities other than DEC.

DEC witness Hevertods risk premi umitledmal ysi s
substantial weight. His risk premium was calculated as the difference between the
authorized rate of return on equity and the then-prevailing level of long-term 30-year
Treasury yield. He then gathered data for 1,508 electric utility rate proceedings between
January 1980 and March 31, 2017. The Commission approved rate of return on equity of
9.9%isapproxi mately ten basis points below witne
of return on equity range of 9.97% to 10.33%.

The Commission also concludes that the comparable earnings analysis by CUCA
witness O6Donnell I s otitleddo subbsential \werglat. bVdithessv e , an
O6Donnell testified that the comparable earni.
of electric utilities produced earned returns of 9.25% to 10.25% over the period 2015
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through 2022, balancing historical and forecasted returns. The Commission-approved
9.9% rate of return on equity is well within that range.

In its post-hearing brief, the AGO argues that the rate of return in the Settlement
unnecessarily adds wel | over $100 mi Int, i on t
compared to an 8.75% rate of return on equity and a capital structure containing 50%
equity and 50% debt. The AGO states that such an excessive return sends dollars out of
North Carolina t ol vih&€vér mtheswodditheyra I ahethose dollars
would be better spent in our local communities. In addition, the AGO believes that if DEC
is allowed to recover coal ash costs frr
di scretionary authority for the beshoaldalsb
exercise its discretion on behalf of consumers and establish a substantial reduction in the
rate of return. The AGO notes that its withess Woolridge initially recommended a rate of
return on equity of 8.4% based on market conditions when he prepared his testimony in
January of 2018, but increased his recommendation to 8.75% when he updated his
analyses two months later in March.

o O

The AGO states that witness Woolridgeds r
well-established models, the DCF and CAPM. The AGO argues that the comparable
earnings model, which was used by Public Staff withess Parcell and CUCA witness
O6bDonnell, is not a recognized approach to est
Bond Yield Premiumo was f |l awed for the reasons descri b
Woolridge.

The AGO states that ratepayers need a break, particularly if the Commission
intends to allow DEC to recover coal ash closure costs.

In its post-hearing brief, the Commercial Group argues that the Settlement rate of
return on equity of 9.90% should serve as an upper limit, but only if the Grid Rider
mechanism is not approved. If the Grid Rider is adopted, the Commercial Group believes
t hat DECOGs r at e bolldbesethelown9.90% equi ty s

CUCA, in its post-hearing brief, recommends that the Commission should not
approve the Settlement, including cost of capital issues, between DEC and the Public
Staff. CUCA states that the witnesses of the Public Staff, the AGO, CUCA and the Tech
Customershave a fAclusteredo set of rate of return
around 9.0%, while DEC6s wi tness r ec oCudk theharguelthattbe%.
9.9% rate of return on equity in the Stipulation should be rejected, among other reasons,
for the fact that it gives equal weight to the recommendations of the Public Staff and DEC
witnesses only and gives zero weight to the recommendations of the other three expert
witnesses. Further, to the extent that the Commission allows what DEC has requested
with regard to coal ash cost recovery, the federal income tax reduction, Power Forward,
and the Grid Rider, each of these things makes DEC a significantly less risky investment
and, when risks go down, the rate of equity should go down accordingly. CUCA requests
that the Commission refuse to accept 9.9% rate of return in the Stipulation and fix a rate
of return for DEC that is compatible with the consensus results of the non-DEC witnesses.
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In its post-hearing brief, Tech Customers state that while the Stipulation is material
evidence entitled to appropriate weight in de
other rate of return inputs, the return approved by the Commission must be justified by
substantial, competent evidence in the record as a whole. Tech Customers acknowledge
that the 9.9% rate of return agreed to in the Stipulation is comfortably within the range
advocated by the parties to the Stipulation, but argues that the Stipulation, standing alone,
cannot support the 9.9% recommended return on equity, particularly when the rate at one
side of the range lacks any indicia of a rational basis.

Tech Customers state that a utility advocating a rate of return on equity figure that
substantially exceeds the output of widely-recognized empirical models and that exceeds
recently authorized returns must justify that proposed upward adjustment with a
guantitative analysis that shows the applicants risk profile to be materially higher than that
of the proxy group. Tech Customers state that its witness Strunk outlined several
empirical measures of risk in his testimony and the associated exhibits and none suggests
DEC presents a higher risk profile than the proxy group companies. Given the results of
the empirical models and the lack of objective evidence by DEC that it presents a higher
risk profile than the proxy group warranting an upward departure from these measures, a
rate of return on equity of 9.9% is unreasonably high. Accordingly, Tech Customers
contend that the evidence presented concerning other authorized rates of return on
equity, when put into proper context, lends substantial support to an authorized rate of
return on equity of 9.70%.

The Commission has carefully evaluated the DCF analysis recommendations of
withesses Par cel | | Hevert, Woolridge, Strunk, and
' i mited weight to these analyses.btB&8R3 hdrown o1
lowest Commission-approved rate of return on equity for a vertically-integrated electric
company for the period of 2015 through 2017 was 9.1%. Wi t ness Parcel |l 6s sp
result was 8.7%, as stated in AGO witQmlss Wool
his DCF recommendation was 8.80%, andthemid-p oi nt of wi tnessasO6Donn
85%.The average of Hevert ds casstaedmMable Yliofdiwt h DCF
rebuttal testimony, was 8.45%, and the mid-poi nt of the range of W
Multi-Stage DCF analysis was 8.78%. The Commission considers all of these DCF results
to be outliers, being well below the lowest vertically-integrated authorized rate of return
on equity of 9.1%. The Commission determines that all of these DCF analyses in the
current market produce unrealistically low results.

The Commission gives no weighttoanyof t he witnessesd CAPM
analyses of witness Parcell with a mid-point of 6.5% is unrealistically low, and witness
Parcell agreed as much in his testimony. The CAPM anal ysis of Wi tr
resulted in a CAPM rate of return on equity mid-point of 6.29%, which is an outlier well
below the 9.1% previously discussed. Wi t ness Wool ri dgeds CAPM wei
of return on equity of 7.90% is also an outlier and unrealistically low. DEC Witness
Hevertdos CAPM range of moutlleBad upwardly diasekl 8ubtoi s al s
witness Hevertds risk premium component of hi
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the S&P 500 companies solely using analysts projected EPS forecasts as the growth
component Wi t ness Hevertdéds DCFodewidbadedroeswthbh| yco
EPS growth projections, without consideration of any historical results, is upwardly biased

and unreliable.

The rate of return on equity testimonies of Commercial Group witnesses Chriss
and Rosa focused on the commission-approved rates of return on equity authorized for
vertically-integrated electric utilities in 2015, 2016, and 2017 listed in Commercial Group
Exhibit CR-3. The Commission gives weight to this testimony only as a check on the
Commi ssi onds ap pfrawneneqdty addto evaduateoutlier rate of return
on equity recommendations. CIGFURIllwi t ness Phil |l i ps6 testi mony
report Major Rate Case Decisions, which showed a 9.61% average authorized rate of
return on equity for electric utilities including both vertically-integrated electric utilities and
distribution-only electric utilities. Since DEC is a vertically-integrated electric utility, the
Commi ssion gives witness Phillips6 rate of r
regarding authorized rates of return on equity for distribution-only electric utilities. Rather,
as stated in Commercial Group Exhibit CR-3, recently authorized rates of return on equity
for vertically-integrated electric utilities since 2015 average 9.78%, and in jurisdictions
with RRA rated Average 1 constructive regulatory environments, being the same Al
rating as North Carolina, as shown in Hevert Exhibit RBH-R27 for the 16 decisions for
vertically integrated electric utilities in the years 2015, 2016, and 2017, the average
approved rate of return on equity was 9.93%. These two vertically-integrated electric
utilities averages serve as a better check.

The 9.9% rate of return on equity approved in this proceeding for DEC is also
consistent with the 9.9% rate of return on equity that the Commission approved for DNCP
in the 2016 Rate Order and DEP in the 2018 Rate Order.

The Commission notes further that its approval of a rate of return on equity at the
level of 9.9% i or for that matter, at any level i is not a guarantee to the Company that it
will earn a rate of return on equity at that level. Rather, as North Carolina law requires,
setting the rate of return on equity at this level merely affords DEC the opportunity to
achieve such a return. The Commission finds and concludes, based upon all the evidence
presented, that the rate of return on equity provided for herein will indeed afford the
Company the opportunity to earn a reasonable and sufficient return for its shareholders,
while at the same time producing rates that are just and reasonable to its customers.

Capital Structure

DECoriginally proposed wusing a capital str
47% long-term debt. Tr. Vol. 4, p. 43. The Stipulation provides for a capital structure of
52% equity and 48% long-term debt. For the reasons set forth herein, the Commission
finds that a 52/48 capital structure as set out in the Stipulation is just and reasonable.

Witness De May testified that the Companyd¢
over time, depending on the timing and size of debt issuances, seasonality of earnings,
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and dividend payments to the parent company. Tr. Vol. 4, p. 43. As of the end of the test

year, the actual regulatory capital structure was 52.8% equity and 47.2% debt, id. at 72,

and the 13-month average equity ratio was 54.8%. Id. The 13-month average equity ratio

maintained by DEC through November 2017 was 53.3%. Id. The 52/48 capital structure
agreed to in the Stipulation represents a <co
position and the Public Staffds recormabicndat i o
Staff withess Parcell and DEC witness De May supported the agreed upon 52/48 capital

structure ratios. Tr. Vol. 26, p. 894. DEC witness De May testified that the 52/48 capital

structure ratios reflect a reasonable compromise, and also incorporate a reduction from

the Companyd®ds cur r e ncapitay stracture hatios. iTz ¥a. 4,593884 7

Witness Hevertd s settl ement testimony also supporte
structure and he stated that the stipulated capital structure is reasonable when viewed in

the context of the overall Settlement, and would be positively viewed by the ratings
agenciesthatsett he Companyds TrcMolel,®.id426. GUEBAwWiIntgnsess O6 Donn
and AGO witnessWo ol ri dge recommended that the Commi s
capital structure proposal and instead advocate a 50/50 hypothetical capital structure. To

support their recommended 50/50 capital structure ratios, CUCA wi t ness O6Donne
AGO withessWool ri dge compared DECO6s capital struct
common equity ratio of the comparable groups used by the witnesses to determine the
recommended return on equity, the capital structure of Duke Energy Corporation, the

parent holding company of DEC, or the average common equity ratio authorized by state
commissions in regulatory proceedings in 2017.

In rebuttal testimony, DEC witnesses De May and Hevert pointed out that the
comparable groups used by each of the witnesses include several parent holding
companies with regulated operating company electric utility subsidiaries. Noting that DEC
is a utility operating company subsidiary, witness De May testified that it is an
inappropriate comparison to include holding companies, i.e., an apples-to-oranges
comparison. The Commission has previously commented on and rejected the use of
parent company capital structures as opposed to operating company capital structures in
determining t he appppriata équity/debt vatioi (SeetOydersGranting
General Rate Increase and Approving Amended Stipulation, Docket No. E-7, Sub 909,
pp. 27-28) (December 7, 2009) (2009 DEC Rate Order). Parent and utility operating
companies simply do not necessarily have the same capital structures, because, as
witness Hevert points out, financing at each level is driven by the specific risks and
funding requirements associated with their individual operations. Tr. Vol. 4, p. 287. In
addition, witness Hevert notes that the use ¢
structure T that is, the capital actually funding the utility operations that provide service to
customers i is entirely consistent with precedent of the Federal Energy Regulatory
Commission (FERC), so long as three criteria are met: the operating subsidiary (1) issues
its own debt without guarantees; (2) has its own bond rating; and (3) has a capital
structure within the range of capital structures for comparable utilities. Tr. Vol. 4,
pp. 287-88. DEC issues its own debt and is rated separately from its parent company,
and since the evidence presented by witnesses Hevert and De May shows the DECs

14 Regulatory capital structure excludes short-term debt and losses on unregulated subsidiaries.
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capital structure is generally comparable to that of other operating companies, especially
vertically integrated electric utilities, the Commission notes that all three criteria are met.
For example, in his rebuttal testimony, witness De May presented the capital structures
of four large operating electric utilities located in the southeastern United States at
December 31, 2013-16, and at the end of the third quarter of 2017. The averages for
these four utilities, Florida Power & Light, Virginia Electric & Power, South Carolina
Electric and Gas, and Georgia Power, were 60.7%, 52.9%, 51.4%, and 50.8%. Excluding
the highest, Florida Power & Light, the average of the remaining three is 51.7% common
equity. Id. at 63. Further, as witness De May testified, for the same reason it is
inappropriate to use a proxy group including holding companies, it is inappropriate to
apply the capital structure of Duke Energy Corporation to DEC. Id. at 77.

In addition, in the 2013 DEC Rate Case, the AGO argued that a 50/50 capital
structure should be implemented for DEC, but, like withess Woolridge in this case,
provided Ano probative or persuasive evi

isin fact appropriate.0 2013 DEC Rat e @muission rejggted the AGO0 s

dence

argumentbecaus e t hat argument did not @Arecognize th

order in this case a capital structure at odds with the structure supported by the testimony

of the expert witnesses and in |ine with
ye a r lgl..atdh3.
Those pitfalls are readily apparent.

t he

Firs

capital struct ur e woul d pl actehepr@esmparey 6osn étifgpby | e v e |

affecting DEC®& credit metrics. It would also likely negatively impactth e r at i ngs

assessment of qualitative factors, in that movement away from the optimum 53/47 capital
structure will likely be viewed as a step away from a credit supportive regulatory
envi r ontm&oal 4, p0o76.2> Second, as the Commission has already held in this
case in connection with its rate of return on equity di scussi on, t he
Afassessment of gualitative factorso I S
Companybds credi ecogtofadpitalt y and to th

The utilities the Commission regulates compete in a market to raise
capital. Financial analysts, rating agencies, and investors themselves
scrutinize with great care the regulatory environment and decisions in which
these utilities operate. The regulatory environment includes the utilities
commissions, consumer advocates, the state legislature, the executive
branch and the appellate courts. When reqgulatory risk is high, the cost of
capital goes up.

2013 DEC Rate Order, p. 37 (emphasis added).

15 Witness De May indicated in his Settlement Testimony that the slight move away from the 53/47
proposed capital structure represented by the Stipulation would likely still be viewed as credit supportive by
the ratings agencies. Tr. Vol. 4, p. 84. In any event, a 50/50 structure is a far cry from a 52/48 structure i
each percentage point of reduction in equity represents a $10 million reduction in revenue requirement,
which is certainly significant in evaluating the
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As noted above, CUCA witness OO0Donnell al s
structure to the average common equity ratio granted by state commissions in regulatory
proceedings in 2017. Based upon such data from SNL, this average common equity ratio
was 49.1%. DEC witness Hevert testified in rebuttal that when he excluded proceedings
for distribution-only utilities, since DEC is a vertically-integrated electric utility, and
excluded proceedings in jurisdictions such as Michigan, Indiana, and Arkansas, that
unlike North Carolina, includenon-i nvest or supplied sources of ¢
rate base in determining a ratemaking capital structure, the authorized equity ratios
ranged from 40.25% to 58.18% and the average authorized equity ratio was 50.51%. Tr.
Vol. 4, pp. 389-90.

In its brief, the AGO contends that the evidence does not support the need for a
capital structure that funds rate base using more than 50% common equity and the
excessive reliance on eqguwilt opst iatapaybrk iGifiosrs ot api t al
dollars a year unnecessarily. The AGO states that the high equity ratio of DEC i which is
maintained between 52-53% equity T helps to lift up the consolidated capital structure of
Duke Energy Corporation. The AGO notes that DEC has the highest secured credit
ratings of any of Duke Energy Cor por at i on & s sisirbtedihigherahan rost a n d
electric utilities. Thus, the high quality ratio maintained by DEC has obvious benefits for
Duke Energy Corporation i particularly in ratings by Standard &
consolidated entities are evaluated as a family of risk and assigned a family rating.
However, the AGO states that the issue is whether maintaining such a high equity ratio
is cost effective for DEC ratepayers. The Commission notes that higher credit ratings
translate to lower borrowing costs that certainly benefit ratepayers.

CUCAGs brief states that DEC witnesses arr
capital structure, recommending that DEC be granted an equity ratio, for ratemaking
purposesof54%.A1 | of the other fAexperto witnesses pt
capital structure closer to 50/50. CUCA pointed out that the cost of equity is higher than
debt. Thus, the higher the equity ratio authorized by the Commission, the higher rates
that have to be set and paid by customers to support this additional equity element in the
capital structure.

In addition to its analysis of witness testimony as set out above, the Commission
also gives weight to the Stipulation and the benefits that it provides to D E C @ustomers,
which the Commission is obliged to consider as an independent piece of evidence under
the Supreme Co (CUEAI and GUCA . iIAswgtisall settlement agreements,
each party to the Stipulation gained some benefits that it deemed important and gave
some concessions for those benefits. Based on D E C 6Application and pre-filed
testimony, it is apparent that the Stipulation ties the 52/48 capital structure to substantial
concessions the Company made to reduce its revenue requirement and to alleviate the
impact of the rate adjustment on customers.

Finally, the Commission has also carefully considered changing economic
conditions in connection with its capital structure determination, including their effect upon
t he Company 6 sAs disaussedimitberrate of return on equity section above,
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which is incorporated herein, the public witnesses in this case provided extensive

testimony concerning economic stress they are currently experiencing and have
experienced for the last several years. The Commission accepts as credible and

probative this testimony. Likewise, the Commission gives significant weight to the
testimony of witness De May regar datthgtimiehe Com
to finance the improvements needed for safe, adequate, and reliable electric service.

As in the case of the return on equity, the Commission recognizes the financial
difficulty that the adjustment in D E C @ases may create for some of D E C @ustomers,
especially low-income customers. The Commission must weigh this impact against the
benefits that D E C @ustomers derive from D E C @lslity to provide safe, adequate, and
reliable electric service. Safe, adequate, and reliable electric service is essential to
support the well-being of the people, businesses, institutions, and economy of North
Carolina. The i mprovements to the Companyé6s syste
tangible benefitsto allofthe Co mp any 6 s cTaesCormnmssionsancludes that the
52/48 capital structure approved by the Commission in this case appropriately balances
the benefits received by customers with the costs to be borne by customers, including
higher rates which some customers will find difficult to pay.

Accordingly, the Commission finds and concludes that the recommended capital
structure of 52% common equity and 48% long-term debt is just and reasonable to all
parties in light of all the evidence presented.

Cost of Debt

In its Application and supporting testimony, the Company proposed a long-term
debt cost of 4.74%. Tr. Vol. 4, p. 46. The Stipulation provides for a 4.59% cost of debt.
The Commission finds for the reasons set forth herein that 4.59% cost of debt is just and
reasonable.

In his pre-filed direct testimony, Company witness De May testified that the
Companybs revenue requirement wdlasstoflleng-termmi ne d
debt of 4.74% at the end of the test year. Tr. Vol. 4, p. 78.

In pre-filed direct testimony, Public Staff witnessParce | | di d not wusse t he
cost of debt in his analysis. Instead, he used 4.57%, which, he testified, wasDEC$éfi act u a |
embedded cost of debt following the issuance of new long-term debt in November of
201 Tr. \fol. 26, p. 838.

In his rebuttal testimony, witness De May testified that the Company did not agree
with moving from the test year to a cost of debt through November 2017. Instead, the
Company recommended that the cost of debt be updated through December 2017, which
equaled 4.59%. Tr. Vol. 4, p. 78.

In his testimony in support of the Settlement, Public Staff witness Parcell agreed
with the embedded cost of debt at 4.59%.
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No intervenor offered any evidence to contradict the use of 4.59% as the cost of
debt. The Commission therefore finds and concludes that the use of a debt cost of 4.59%
is just and reasonable to all parties in light of all the evidence presented.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 20

The evidence supporting this finding and conclusions is contained in the
Compa n y Gesfied Application and Form E-1, the testimony and exhibits of the
witnesses, the Stipulation, and the entire record in this proceeding.

The Stipulating Parties reached a partial settlement with respect to some of the
revenue requirement issues pre sented by the Companyds Applic
arising from the supplemental and rebuttal testimonies and exhibits. As discussed above,
the revenue requirement effect of the Stipulation is shown in Boswell Third Supplemental,
as well as Stipulation Exhibit 1 Corrected and Revised McManeus Stipulation
Exhibit 1 - Updated for Post-Hearing Issues, which provides sufficient support for the
annual revenue required on the issues agreed to in this Stipulation.is Section Il of the
Stipulation outlines a number of accounting adjustments to which the Stipulating Parties
have agreed. Public Staff withess Boswell presented schedules showing the financial
impact of the Stipulation, as well as the amount of the rate increase that would result if
the Commission agrees with the Company on all of the unresolved items, or, alternatively,
agrees with the Public Staff on all of these items. The accounting adjustments that are
not specifically addressed in other findings and conclusions are discussed in more detail
below.

Aviation Expenses

In its initial and revised supplemental filing, the Company removed 39.93% of the
Companybs O&M costs related to corporate avi a
a further adjustment after investigating the aviation expenses charged to DEC during the
test year . Based on the Public Staffdés revi
available for use by Duke Energy Corporationo
staff. The Public Staff recommended that certain expenses allocated to DEC be removed
due to the nature of the flights involved. Tr. Vol. 26 p 591-92. For the purposes of
settl ement, the parties agreed to an adjust mi
corporate aviation O&M expense.

D

16 The Stipulation provides that no Stipulating Party waives any right to assert a position in any future
proceeding or docket before the Commission or in any court, as the adjustments agreed to in the Stipulation
are strictly for purposes of compromise and are intended to show a rational basis for reaching the
agreed-upon revenue requirement without either party conceding any specific adjustment. The Stipulating
Parties also agreed that settlement on these issues will not be used as a rationale for future arguments on
contested issues brought before the Commission.
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Executive and Incentive Compensation

In its Application, the Company removed 50% of the compensation of the four
Duke Energy executives with the highest level of compensation allocated to DEC during
the Test Period. Witness McManeus explained that while the Company believes these
costs are reasonable, prudent, and appropriate to recover from customers, DEC has, for
purposes of this case, made an adjustment to this item. Tr. Vol. 6, p. 253.

Public Staff withess Boswell recommended removal of 50% of the compensation
for a fifth executive, as well as 50% of the benefits associated with the top five executives.
Tr. Vol. 26, p. 587. She explained that executive compensation and benefits should be
excluded because these ex &atotsharelwldedintetasts.ides ar e
at 587-88. Witness Boswell also recommended disallowance of incentive compensation
related to earnings per share (EPS) and total shareholder return (TSR). Id. at 590-91.
She asserted that incentive compensation tied to EPS and TSR metrics should be
excluded because it provides a direct benefit to shareholders only, rather than to
customers. Id. at 591.

In his rebuttal testimony, Company witness Silinski testified that these proposed
adjustments are inappropriate and should be rejected by the Commission. Tr. Vol. 26, p.
241. Witness Silinski explained that witness Boswell erroneously assumes a divergence
of interests between shareholders and customers that has not been demonstrated to
exist. 1d. at 249. According to witness Silinski, to the contrary, employee compensation
and incentives tied to metrics such as EPS and TSR benefit customers because those
metrics reflect how empl oy everaldinamcial parformanog.t i on s
Id. He testified that EPS, for example, is a measure ofthe Company dés perf or man
that performance is reflective of how certain goals i safety, individual performance, team
performance, and customer satisfaction (all of which are components of incentive pay)
are met in a cost-effective way. Id. Divorcing employee performance from such an
i mportant measure of a rate regul atedndkompan
counterproductive. Id. Additionally, witness Silinski explained that in order to attract a
well-qualified and well-led workforce, the Company must compete in the marketplace to
obtain the services of these employees. Id. at 250. The recommended adjustments would
render the Companyé6és compensati,oesultingnicthenpet i t |
inability to attract and retain the talent the Company needs to run a safe and reliable
electric system. Id. at 246. Finally, witness Silinski pointed out that no witness in this
proceeding challenges the reasonableness of the level of compensation expenses
reflected in the ratemaking test period for the Company. Id. at 250. The Stipulation
provides that A[t] he Company accepts the Publii
compensation to remove 50% of the compensation for the five Duke Energy executives
with the highest amounts of compensation, and to remove 50% of the benefits associated
with those five executives. o Stipulation, A |

As part of the Stipulation, t he parties agreed to accept t

with a modification to limit the incentives removed. This agreement is reflected in Section
11 . H. of the Stipulation, whi ch provides tha
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Outside Services

Witness Boswell testified that the Public Staff reviewed costs for outside services
associated with expenses that were indirectly charged to DEC by DEBS as well as those
incurred by the Company directly that were incurred during the test period. Tr. Vol. 26, p.
592. Public Staffwi t ness Boswel | stated that the Publii
charges that were related to legal services for coal ash and groundwater issues related
to coal ash. Id. She recommended removing these expenses from O&M in the test period.
Id. Witness Boswell noted that the Public Staff also found certain expenses that were
allocated to DEC that should have been directly assigned to other jurisdictions that she
recommended should be removed. Id. at 592-93.

In her rebuttal testimony, withess McManeus noted that the Company agrees with
approximately $665,000 of the $2,124,000 adjustment proposed by the Public Staff. Tr.
Vol. 6, p. 307. She explained that the portion of the adjustment that the Company opposes
is primarily related to legal services related to coal ash and groundwater issues, because
the Company takes the position that these costs were reasonable and prudent and,
therefore, should be recovered from customers. Id. Pursuant to Section IIl.F of the
Stipulation, the Company agreed to remove certain costs associated with outside
services, as stated in its rebuttal filing. This amount does not include costs incurred for
certain legal services related to coal ash, which remain in the Unresolved Issues.

Costs to Achieve Duke Energy-Piedmont Merger

On September 29, 2016, in Docket No. E-7, Sub 1100, Docket No. E-2, Sub 1095,
and Docket No. G-9, Sub 682, the Commission issued its Order Approving Merger
Subject to Regulatory Conditions and Code of Conduct (Merger Order), which approved
the merger between Duke Energy and Piedmont. Ordering paragraph 7(b) of the Merger
Order, which addresses the ratemaking treatment of costs incurred to achieve the merger,
states:

DEC, DEP, and Piedmont may request recovery through depreciation or
amortization, and inclusion in rate base, as appropriate and in accordance
with normal ratemaking practices, their respective shares of capital costs
associated with achieving merger savings, such as system integration costs
and the adoption of best practices, including information technology,
provided that such costs are incurred no later than three years from the
close of the merger and result in quantifiable cost savings that offset the
revenue requirement effect of including the costs in rate base. Only the net
depreciated costs of such system integration projects at the time the request
is made may be included, and no request for deferrals of these costs may
be made.

(Emphasis added).
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During the test year in this case, DEC included in operating expenses
approximately $6.5 million on a North Carolina retail basis that it identified as systems
and transition costs to achieve merger savings. Tr. Vol. 26, p. 594. Witness Boswell
contended that the Merger Order only allows the Company to recover the capital costs
associated with achieving merger savings, such as system integration costs. Id. As such,
the Public Staff removed the $6.5 million of O&M expenses that DEC identified as
systems and transition costs to achieve merger savings.

In her rebuttal testimony, withess McManeus explained that the Company opposed
this adjustment. Tr. Vol. 6, p. 326. She noted that the costs that witness Boswell has
removed are operating expenses, not capital costs. Id. According to withess McManeus,
the Merger Order does not specifically address cost recovery for operating expenses
associated with achieving merger savings. Id. Witness McManeus explained that should
the Commission decide to exclude these expenses from recovery in this case, a deferral
order would allow the Company to treat these costs like capital for ratemaking purposes.
Id.

Notwithstanding their differing positions on the costs to achieve the Duke
Energy-Piedmont merger, in the spirit of settlement and in the context of the Stipulation
as a whole, the Company and the Public Staff have resolved this issue. Accordingly, the
Stipulation provides that the Company accepts
remove costs to achieve the Duke Energy-Piedmont merger.

Sponsorships and Donations

Public Staff witness Boswel | emsesjtouremoved t he

amounts paid for sponsorships and charitable donations. Specifically, she excluded from

expenses amounts paid to the U.S. Chamber of Commerce, other chambers of

commerce, the NC Chamber Foundation, and political-related donations. Tr. Vol. 26,

p. 599. Witness Boswell argued that these expenses should be disallowed because they

do not represent actual costs of providing electric service to customers. Tr. Vol. 26, p. 599.

In her rebuttal testimony, witness McManeus testified that Chambers of Commerce

promote business and economic development which in turn helps to retain and attract

customers to DECO service territory. Tr. Vol. 6, p. 311. She explained that funds paid to

Chambers of Commerce that are not specified as a donation or lobbying on the Chamber

invoice are generally assumed to be in support of business or economic development

and are considered to be properly charged as a utility operating expense that should be
included in the Comp dentycdevicetoastomers. Id.mar3eilviP.di ng e
As a result, the Company opposed a portion of withessBo s we |l | 6s proposed ac
Id. at 12. Withess McManeus also noted that in reviewing the adjustment proposed by

witness Boswell, the Company determined that $5,261 of the charges in question were

reclassified during the test period to FERC Account 426, which is excluded from cost of

service. 1d. Pursuant to Section IIl.K of the Stipulation, the Public Staff agreed to accept

t he Companyds rebuttal position on sponsor shij
amounts paid to the U.S. Chamber of Commerce and certain other expenses.
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Lobbying and Board of Director Expenses

Witness Boswell made an adjustment to remove 50% of the expenses associated
with the Board of Directors of Duke Energy that have been allocated to DEC. Tr. Vol. 26,
p. 589. She argued that the Board of Directors has a fiduciary duty to protect the interests
of shareholders, which may differ from the interests of ratepayers. Id. Accordingly, the
Public Staff believes it is appropriate for the shareholders of the larger electric utilities to
bear a reasonable share of the costs of compensating the Board of Directors, as well as
the cost of insurance for these individuals. Id. Witness Silinski explained that the
Company is required to have a Board of Directors and that the costs of being an
investor-owned utility, including Board costs, are in fact costs of service. Id. at 252. He
argued that it is not fair or reasonable to penalize the Company for being an investor-
owned utility with attendant requirements to that corporate structure. Id. at 252-53.

With respect to lobbying expenses, witness Boswell noted that the Company made
an adjustment to remove some lobbying expenses from the test year. Tr. Vol. 26, p. 595.
She further adjusted O&M expenses to remove what she characterized as additional
lobbying costs, including O&M expenses that she believed were associated with
stakeholder engagement, state government affairs, and federal affairs that were recorded
above the line. Id. at 595-96. In her rebuttal testimony, withess McManeus explained why
the Company opposed this adjustment and di sagr eed wi t h witnes:
characterization of these expenses. Tr. Vol. 6, p. 327. Witness McManeus testified that
in 2016, the Company engaged a third-party consulting company to perform a detailed
time study for the purposes of determining the percentage of time certain individuals spent
on lobbying activities per the federal definition in 29 Code of Federal Regulations Section
367.4264. 1d. A report with the results of the study was delivered to the Company in
August 2016, and the Company booked journal entries to ensure that the 2016 labor costs
were aligned with the results of the independent study. 1d. Withess McManeus concluded
that no further adjustments were warranted. Id.

Nevertheless, in the spirit of settlement and in the context of the Stipulation as a
whole, the Company and the Public Staff have resolved these issues, and in Section III.K.
of the Stipulation, the Company agreed to ai
adjustments to | obbying and Board of Director

Allocations by DEBS to DEC

DEBS is the company that provides services to various affiliated entities of Duke
Energy Corporation. The affiliated entities have a Cost Allocation Manual (CAM) that
documents the guidelines and procedures for allocating costs between the entities to
ensure that one entity does not subsidize another. As discussed above, during the test
year, Duke Energy acquired Piedmont and the Commission approved the merger on
September 29, 2016. According to Public Staff witness Boswell, this change, along with
updates related to other affiliated entities, has caused the DEC allocation factors to
decrease. Tr. Vol. 26, p. 595. Witness Boswell made an adjustment to reflect the fact
that O&M expenses allocated to DEC from DEBS will be less going forward. 1d. In her
rebuttal testimony, withess McManeus explained that the Company did not agree with
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witness Boswell s adjustment because she incl
Piedmont, which results in a mismatch between the allocation factors and the costs to

which they are being applied. Tr. Vol. 6, 323. In her supplemental testimony, witness

Boswell updated the adjustment to include a full 12 months of the impact of the Piedmont

acquisition into the adjustment and noted that the Company did not oppose this

adjustment. Tr. Vol. 6, p. 617. As part of settlement, the parties agreed to accept the

Public Staffodos adjustment regarding the DEBS
supplemental testimony of Public Staff withess Boswell. Stipulation, § III.M.

Salaries and Wages

In her direct testimony and schedules, Company witness McManeus included an
adjustment to annualize and normalize O&M labor expenses to reflect annual levels of
costs as of April 1, 2017. The adjustment also restated variable short and long term pay
to the target level. Tr. Vol. 6 p. 262. This adjustment was further updated in her
supplemental filings. In her supplemental testimony, Withess Boswell explained that she
adjusted the Companyds wupdat ed Il tpreughrDederhbert o r e f
31, 2017. Tr. Vol. 26, p. 616. For DEBS payroll allocated to DEC she applied the updated
allocation factor only to the increase in payroll between December 31, 2016 and
December 31, 2017, as the test year amount is included in the DEBS to DEC allocation
adjustment discussed above. See id. She noted that the Company does not oppose this
adjustment, as updated i n witness Bos weld.l Thes seco
Stipulation provides that the Compwasyohavccept s
to calculate salaries and wages as set forth in the supplemental testimony of witness
Boswell. Stipulation, 8§ I[II.N. Boswell Third Supplemental and Stipulation Exhibit 1
Corrected and McManeus Revised Stipulation Exhibit 1 T Updated for Post-Hearing
Issues update the salaries and wages adjustment to reflect the Company and Public
Staffés resolution on how to quantify the ac
Stipulation.

Upon consideration of all of the evidence in this proceeding, including the
Stipulation which the Commission accepts in its entirety and upon which the Commission
places great weight, the Commission finds and concludes that the stipulated adjustments
discussed herein are just and reasonable to all parties and should be approved.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 21

The evidence supporting this finding of fact and conclusions is contained in the
Co mp a nweriied Application and Form E-1, the testimony and exhibits of the
witnesses, the Company and Public Staff Agreement and Stipulation of Partial
Settlement, and the entire record in this proceeding.

In this case, the Company included an adjustment to amortize the excess deferred
state income taxes that it deferred pursuant to the Commi ssi on6s Maderimt3, 20
Docket No. M-100, Sub 138. In its Application, the Company proposed that the State
EDIT liability included in this case be returned to customers over a five-year period. Tr.
Vol. 6, p. 263. Public Staff witness Boswell testified that it would be beneficial to return
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the State EDIT to customers through a rider that would expire at the end of a two-year
period. Tr. Vol. 26, p. 600.

In the Stipulation, the parties agreed that the State EDIT liability should be returned
to customers through a levelized rider that will expire at the end of a four-year period.
Stipulation, 8 111.B. The Stipulating Parties provide that the appropriate level of State EDIT
to be refunded to customers is $60,102,000 annually for the four years following the
effective date of the rates approved in this proceeding. See Boswell Second
Supplemental and Stipulation Exhibit 1; see also Revised McManeus Stipulation Exhibit
17 Updated for Hearing. No intervenor took issue with this provision of the Stipulation.
Accordingly, the Commission finds and concludes that the four-year State EDIT rider as
set forth in Section I11.B of the Stipulation is just and reasonable to all parties in light of all
the evidence presented, and is hereby approved.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 22

The evidence supporting this finding of fact and conclusions is contained in the
Stipulation, the C o mp a rverifted Application and Form E-1, the testimony and exhibits
of the witnesses, and the entire record in this proceeding.

In its Application, the Company requested recovery of certain operations and
maintenance O&M expenses associated with its Customer Connect project. Company
witness Hunsickertestiffieda bout t he Comp any 6 sustpnerinfosnatiom r e p | &
system (CIS), a project known as @ACustomer Connect
requirement the Company is seeking in this case to support this project. Tr. Vol. 18, pp.
253-64, 281. Witness Huns i c ker expl ained t hat t he Compa
developed over 20 years ago and was not designed to efficiently support new capabilities.
Id.at257.She stated that the Company and its cust
they were when the original CIS was constructed, and the system is past the point where
modul ar Abol t awa upgradsstare effective.rid. an255. Additionally, the
Companybd6s current CI S has many deficiencies. |
is not equipped to handle complex billing arrangements, such as net metering for
self-generating customers, and these bills must be manually calculated. Id. at 257-58.
The current CIS also does not enable access to account histories nor does it allow
customers to employ preferred communication methods. Id. at 258-59. Witness Hunsicker
explained that the new CIS will provide universal and simplified processes for customers,
improve billing, allow the Company to easily identify and implement new rate structures
for customers, and interface withtheCompany 6 s new Aldlat261eWithesso| ogy .
Hunsicker explained that Customer Connect began analysis and design in January 2018,
and is currently planned to be in-service for DEC in 2022. Id. at 262. She further explained
that the implementation will be phased and that new capabilities will be available to
customers each year leading up to full deployment. Id. at 263. The estimated costs for
Customer Connect for DEC, North Carolina, is between $220 and $230 million, which is
based on the best and final offers for fixed price contracts that the Company negotiated
with the software, systems integration, and change management vendors. Id. at 263.
Witness Hunsicker explains that the Company is seeking a pro forma adjustment from
$4.4 million to $15.1 million in O&M expenses associated with the project to reflect the
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average expected annual O&M expenses associated with the project from 2018 through
2020. |d. at 264.

Public Staff witness Floyd testifi&€dsregar

Customer Connect project. Tr. Vol. 23, p. 80. Witness Floyd described the shortcomings
of the Company 0 sheimprovememsoffe@d &y tha mew CIS. Id. at 77-80.
He also described the implementation plan for Customer Connect and recommended that
the Company make semi-annual reports on the status of the implementation. Id. at 80,
82-83.

Witness Floyd further testified that the $13.3 million of expense related to the
Companyos i niustomer ConnectriskceaspmableC1d. at 83. However, he also
testified that Customer Connect was not used and useful as of the test year ending
December 31, 2016, and that the full capabilities of Customer Connect will not be realized
until the summer of 2022. Id. at 81. Therefore, the Public Staff, through witness Boswell,
recommended an adjustment to remove f, he
Customer Connect amounts projected for 2018 through the in-service date, reasoning
that the system will not be fully functional until the summer of 2022. Tr. Vol. 26, p. 597.

In her rebuttal testimony, Company witness Hunsicker responded to the Public
Staff ds r ec onemeve theaforecasted amounts of O&M expense between
2018 and the in-service date for Customer Connect. Tr. Vol. 18, p. 266. She explained
that the Company has only asked for the level of O&M necessary to deploy the capital for
the program, and that DEC is not asking for the program or its costs to be placed into rate
base. Id. at 268. These O&M costs are not being capitalized to the program, and in order
to be captured, they either need to be included in rates as the Company has requested,
or set aside and capitalized to a regulatory asset to be recovered when the project comes
online. Id.

Company witness Fountain explained that by entering into the Stipulation, the

Company agreed to accept the Public Staff

and the Company shall be authorized to establish a regulatory asset to defer and amortize
expenses associated with its Customer Connect project. Tr. Vol. 6, pp. 219-20. Company
withess McManeus explained that the Company shall be allowed to accrue a return on
the regulatory asset in the same manner that Construction Work in Progress (CWIP)
balances accrue AFUDC. Id. at 350. Company witness McManeus explained that AFUDC
shall end and a 15-year amortization shall begin on the date Releases 5-8 of the project
goes into service or January 1, 2023, whichever is sooner. Id.

Additionally, in order to provide the Commission and other interested parties with
information concerning the status of development, spending, and the accomplishments
to date, the Stipulating Parties will develop the reporting format and the content of that

report within 90 days of the Commi ssionés

to be filed in this docket for the next five years by December 31 of each year or until
Customer Connect is fully implemented, whichever is later. Stipulation, Section III.C.
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In its post-hearing Brief, NCSEA cites the testimony of DEC witness Fountain that
AMI and D E C aesv CIS, Customer Connect, are interlocking components; and contends
that if properly implemented together the two systems can provide customers with access
to their energy consumption data to enable them to effectively conserve electricity.
NCSEA states that it is generally supportive
Connect, but that DEC must ensure that Customer Connect can provide customers with
energy consumption and allow customers to easily authorize third parties to access such
data. NCSEA submits that DEC has failed to show that AMI and Customer Connect will
provide these customer benefits. Citing the testimony of DEC witness Hunsicker, NCSEA
contends that despite recognizing the benefit of providing consumers with access to their
energy consumption data, investing in technology capable of providing consumers such
access, and having no issue with providing consumers such access, DEC is not doing
so. NCSEA acknowledges that the Commission has directed DEC to meet with NCSEA
and other stakeholders to discuss implementing the Green Button Connect protocol for
access to energy consumption data, but, nonetheless, submits that DEC has not provided
sufficient evidence in this docket that Customer Connect will meet customer needs,
comply with industry standards, or is capable of complying with directives from this
Commission. As a result, NCSEA asserts that DEC's request for cost recovery for
Customer Connect should be denied at this time.

Upon consideration of all of the evidence in this proceeding, including the
Stipulation, the Commission approves the sti
Customer Connect expenses in this proceeding, and the Company shall be authorized to
establish a regulatory asset to defer and amortize expenses associated with its Customer
Connect project. The Commission finds that an effectively designed and implemented
Customer Connect project may provide value to DEC6 sustomers and support continued
quality of service.

In arriving at its conclusion, the Commission gives substantial weight to the
testimony of witness Hunsicker and witness Floyd regarding the deficiencies with the
Companyos current C Iménts amd dnewt fnetionalitrap that vhe
modernized CIS will provide to customers through implementation of the Customer
Connect program. Thus, it is appropriate that these costs be deferred and allowed to
accrue until the time that Customer Connect goes in-service or by January 1, 2023.
Witnesses Hunsicker and Floyd have also testified to the benefits that customers will
receive from the Customer Connect program in stages throughout its implementation.
The Commission notes that the Company and Public Staff will file with the Commission a
proposed Customer Connect reporting format and the content of that report within 90
days of this Order, and that subsequent reports shall be filed annually for the next five
years, or until implementation is complete. The reporting will allow the Commission to
monitor the status of the Customer Connect project and the associated expenses
throughout the implementation process. The Commission recognizes the data access
concerns expressed by NCSEA and determines that it is appropriate for the Customer
Connect annual report to clearly describe the status of efforts to effectively provide energy
consumption data to customers and the precautions taken to ensure data remains secure.
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 23-24

The evidence supporting these findings of fact and conclusions is contained in the
Stipulation, the C o mp a erifted Application and Form E-1, the testimony, exhibits, and
affidavits of DEC witnesses Fountain, McManeus and Miller, and Public Staff witness
Boswell, and the entire record in this proceeding.

In its Application, the Company requested that its capital investment in the Lee CC
plant, approximately $557 million, be included in rate base. DEC witness Miller explained
that the Lee CC plant was expected to begin commercial operation in November 2017,
provide 750 megawatts (MW) of total capacity, and emit carbon dioxide at half the rate
and nitrogen and sulfur oxide emissions at a fraction of the rate compared to the plants
retired by the Company. Tr. Vol. 26, p. 212. In her testimony, Public Staff withess Boswell
proposed the removal of the Company6s esti mat e
plant as it represented an estimate, not actual O&M expenses needed to operate the
plant. Id. at 580. Additionally, witness Boswell testified that if the Lee CC plant was not in
service by the close of the hearing, she recommended removing the plant and related
deferral adjustments from rates and including the plant in CWIP to be included in rate
base. Id. at 581.

In her second supplemental testimony, Company witness McManeus reduced the
amount of estimated incremental O&M costs associated with the Lee CC facility to
approximately $1.98 million. Tr. Vol. 18, p. 296. Witness Miller testified that while the Lee
CC plant was not yet in service, the Company utilized the actual non-labor O&M expenses
for two substantially similar combined cycle plants, Buck and Dan River, to calculate the
estimated incremental O&M expenses for Lee CC. Id. at 236. Therefore, according to
witness Miller, the Buck and Dan River facilities serve as a reasonable proxy to determine
whet her the Companyds es tee@@dreerehsoailédiddmxhpre ns e s
supplemental testimony, Public Staff witness Boswell proposed to include a displacement
adjustment to reflect the fact that existing
frequently due to the availability of the new plant. Tr. Vol. 26, p. 620. In his rebuttal
testimony, DEC witness Miller stated that a displacement adjustment was not appropriate
because Lee CC was built to serve a growing number of customers and the associated
growth of energy and peak demand requirements. Id. at 235.

As part of the Settlement, the Public Staff and DEC agreed that for purposes of
settlement, DEC would withdraw its adjustment to include incremental O&M expenses
and the Public Staff would withdraw its displacement adjustment. Stipulation, 8 Ill.L. The
Stipulating Parties therefore agreed that the appropriate level of ongoing O&M expense
to be included in rates is $0. Id. The Stipulating Parties also agreed that the appropriate
amortization period for the deferred expenses associated with the Lee CC facility is four
years. Id. Additionally, DEC and the Public Staff agreed that it was appropriate to hold the
record open until March 23, 2018, to allow the Company to submit final cost amounts to
be included in this proceeding for Lee CC and for Public Staff to use these amounts to
file with the Commi ssi ohrecommendaéidaniwiphuegaadtotieg Par t
Lee CC-related revenue requirement, including Lee CC deferred costs, using the
methodology recommended by the Public Staff in this proceeding. Id. Further, DEC and
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the Public Staff agreed to hold the record open to allow the filing by the Company of an
affidavit indicating that the plant has closed to service for operational and accounting
purposes and that it is used and useful for the benefit of customers. 1d.

In accordance with the Stipulation, DEC provided the Public Staff with the final
costs of the Lee CC plant on March 23, 2018. On April 10, 2018, the Public Staff filed its
updated recommendations regarding Lee CC plant and expense-related items, as shown
in Boswell Third Supplemental and Stipulation Exhibit 1. Also on April 10, 2018, the
Company filed the Affidavit of Joseph A. Miller, Jr. indicating that as of April 5, 2018, the
Lee CC plant closed to service for operational and accounting purposes and is providing
DEC with 650 MW of capacity for the benefit of its North and South Carolina customers.
On April 19, 2018, the Company filed Revised McManeus Stipulation Exhibit 1 7 Updated
for Post-Hearing Issues, which, among other things, reflects updates to the Lee CC plant
and expense-related items to reflect final costing information for inclusion in this
proceeding, including updates to plant investment, related deferred income taxes,
depreciation, materials and supplies, and the
operation date and the date rates are expected to become effective. On April 19, 2018,
the Public Staff filed Boswell Third Supplemental and Stipulation Exhibit 1 Corrected,
which, among other things, corrects the Lee CC addition to plant in service and corrects
the Lee CC deferral calculation.

No intervenor took issues with these provisions of the Stipulation. Upon
consideration of all of the evidence in this proceeding, including the Stipulation, which the
Commission accepts in its entirety and upon which the Commission places great weight,
the Commission finds and concludes that it was appropriate to keep the record open to
allow the Company the additional time to attest to the commercial operation of the Lee
CC facility and the Stipulating Parties to resolve the final cost amount to be included for
recovery in this proceeding. The Commission appreciates the Stipulating Parties working
together to resolve this matter economically. Because the conditions of the Stipulation
have been met in a timely and appropriate manner, the Commission finds and concludes
thatDEC6s request to recover the final cost amou
plant, as adjusted by the Stipulating Parties and reflected in Boswell Third Supplemental
and Stipulation Exhibit 1 Corrected and Revised McManeus Stipulation Exhibit 1 7
Updated for Post-Hearing Issues, is just and reasonable to all parties in light of all the
evidence presented.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 25

The evidence supporting this finding and conclusions is contained in the
Stipulation, the C o mp a rverifted Application and Form E-1, the testimony and exhibits
of the witnesses, and the entire record in this proceeding.

Il n her direct testi mony, Company witness
position that the beneficial reuse of coal ash constitutes a sale of by-product produced in
the generation process, and therefore, associated gains and losses on the sale should
be included in the fuel adjustment clause under N.C. Gen. Stat. § 62-133.2(a1)(9). Tr.
Vol. 26, pp. 195-97. She explained that the Company excluded net loss amounts for
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September 2017 through August 2018, related to the sale of coal ash produced at the
Companyods Riverbend coal pl ant, from its Ma
Commission decision in this proceeding. Id.

Public Staff witness Lucas testified that the costs relating to the disposal of coal
ash from Riverbend to the Brickhaven facility in Chatham County, North Carolina, to the
extent they are reasonable and prudent, should be recovered in base rates and not
through the fuel adjustment clause because such costs did not result from sale of coal
ash.

In Section Ill. P of the Stipulation, DEC withdrew its request to recover certain CCR
costs through the fuel adjustment clause related to the excavation and movement of
CCRs from Riverbend to Brickhaven. The Stipulation also provides that the recovery of
these costs are | eft in the Companydbs deferrec
in the Companyds base rates.

No intervenor contested these provisions of the Stipulation. Accordingly, the
Commission finds and concludes that the provisions of the Stipulation regarding the
consideration of recovery of certain CCR costs through base rates, rather than fuel, as
set forth in Section Ill.P of the Stipulation are just and reasonable to all parties in light of
all the evidence presented, for purposes of this proceeding.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 26

The evidence supporting this finding and conclusions is contained in the
Stipulation, the C o mp a rverifted Application and Form E-1, the testimony and exhibits
of the witnesses, and the entire record in this proceeding.

Company witness McGee also testified with respect to the amount of fuel that
should be included in base rates. In her direct testimony she testified that she supported
the fuel component of proposed base rates for all customer classes and the fuel pro forma
adjustments to the test year operating expenses contained in McManeus Exhibit 1.
Tr. Vol. 26, pp. 191-92. Witness McGee proposed to use the total prospective fuel and
fuel-related costs factors that DEC proposed on March 8, 2017 in Docket No. E-7, Sub
1129. Id. Witness McGee explained that D E C étent in using the fuel-related factors that
were proposed at the time the Companyods Appli
its proposed new rates was to make it clear that the Company is requesting a rate
increase that relates to non-fuel revenues only. Id. at 194. In her testimony, Public Staff
witness Boswell recommended that the base fuel and fuel-related cost factors be updated
to reflect the rates that were actually approved by the Commission in that docket. Tr. Vol.
26, p. 584. In her rebuttal testimony, Company witness McManeus stated that the
Company did not oppose the Publ i c Staff és Tr.e/ol.obnmedddati on.
Accordingly, Section | V. B. of the Stipulati
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upon total of the approved base fuel and fuel related cost factors, by customer class, as
set forth below (amounts are ¢/kWh excluding regulatory fee):

1 Residential 1.7828 cents per kWh
1 General Service/Lighting 1.9163 cents per kWh
1 Industrial 2.0207 cents per kWh

Tr. Vol. 6, p. 354.

According to witness McGee, the Company will continue to bill customers the fuel
rates authorized by the Commission in its annual fuel proceedings. Tr. Vol. 26, p. 194. As
such, there wil/l be no c¢ handiacluding these faiel acosher s 6 b
factors in the proposed base rates. 1d. As shown on Boswell Third Supplemental and
Stipulation Exhibit 1, Schedule 3-1 (t ), t he Companydés North Caro
and fuel-related costs expense for the Test Period was $1,082,899,000. This amount was
calculated using the base fuel factors identified above and North Carolina retail test period
actual kwWh sales by customer class as adjusted for weather and customer growth. Tr.
Vol. 26, p. 193.

No intervenor contested these provisions of the Stipulation. Accordingly, the
Commission finds and concludes that the provisions of the Stipulation regarding the base
fuel and fuel-related cost factors as set forth in Section IV.B of the Stipulation are just and
reasonable to all parties in light of all the evidence presented, for purposes of this
proceeding.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 27

The evidence supporting this finding and conclusions is contained in the
Stipulation, the C o mp a rverified Application and Form E-1, the testimony and exhibits
of the witnesses, and the entire record in this proceeding.

The Companyods proposed adjustment for <coal
E-1, Item 10, Adjustment NC-1600, set the inventory balance to 40 days of 100% full load
burn, resulting in a reduction to the materials and supplies component of cash working
capital in this case. Tr. Vol. 23, p. 18. This is the level of coal inventory that was used in
D E C dast general rate case for the materials and supplies component of cash working
capital and was stipulated to by the Public Staff and the Company in the settlement
agreement approved by the Commission in that case. Id.

In his pre-filed testimony, Public Staff withess Metz recommended adjusting the
materials and supplies component of cash working capital to reflect a 40-day coal
inventory based on a 70% full load burn. Id. at 25. He testified that a 70% capacity factor
represents a reasonabl e estimate of the Compa
conditions, though he would expect that the Company would adjust its inventory based
on anticipated seasonal needs. Id. at 25-26. Witness Metz based his recommendation on
DEC&hs storical trends and predicted ubDECO6S t he
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lower delivered fuel prices due to closer proximity to coal sources, combined with the
efficiency odcod dereratbntechnalogy. &. at 27.

In his rebuttal testimony, Company witness Miller explained that the Company
actually contemplated requesting an increase in the full load burn inventory target to
enable the Company to respond to un-forecasted increases in coal generation demand,
given the increased volatility in coal generation due to factors such as fluctuating natural
gas prices and weather-driven demand. Tr. Vol. 26, p. 228. However, the Company
determined that it was prudent to continue to operate under the current 40-day full load
burn inventory target and made a pro forma adjustment reducing its actual coal inventory
at the end of the Test Period to reflect this. Id.

Witness Miller testified that ada#Otdayng wi t

coal inventory based on a 70% full load burn could lead to negative supply, delivery, and

operational impacts. Id. at 228-29. He testified further that his recommendation fails to
contemplate the factors that impact a reliable fuel supply, including volatility in coal

generation demand, delivery and/or supply risks, and generation performance. Id. at

228-29. In particular, he noted that withess Met z6s recommendati on ass.|
be ample amounts of coal available during higher demand periods and does not
contemplate the increased demand from other utilities during the same period of

increased demand being experienced by the Company. Id. at 228-31. Witness Miller

explained that a 40-day, 70% capacity factor equates to only a 28-day full load burn at

100% during periods of peak demand. Id. at 228. According to witness Miller, if DEC is

unable to dispatch cost-competitive coal generation during peak demand due to

unreliable inventory levels, it will have to seek alternatives such as dispatching higher

cost generation, paying higher prices for fuel, or purchase power. Id. As such, having

unreliable coal inventory levels could result in unfavorable impacts on customers. Id. at

229.

In the Stipulation, the Public Staff and DEC agreed that for purposes of settlement,
the Company may set carrying costs included in base rates reflecting a 35-day coal
inventory at 100% capacity factor, and that a coal inventory rider should be allowed to
manage the transition. More specifically, the Stipulating Parties propose that this
increment rider shall be effective on the same date as new base rates approved in this
proceeding and continuing until inventory levels reach a 35-day supply to allow the
Company to recover the additional costs of carrying coal inventory in excess of a 35-day
supply (priced at $73.23 per ton). The rider will terminate the earlier of (a) May 31, 2020
or (b) the lastday ofthe monthi n whi ch t he Companyés actual <co
to a 35-day supply on a sustained basis.'” The Stipulation provides that for this purpose,
three consecutive months of total coal inventory of 37 days or below will constitute a
sustained basis. The Company will adjust this rider annually, concurrent with DE C 6 s
DSM/EE Rider, REPS Rider, and Fuel Adjustment Rider, and any over- or under-
collection of costs experienced as a result of this rider shall be reconciled in that annual

17 The Stipulation provides that the Company reserves the right to request an extension of the May 31,
2020 date.
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rider proceeding. Additionally, the Stipulation provides that any interest on any under- or

over-col | ection shall be -obtaxoveraltratetotreturnCas apprevedy 6 s n e
by the Commission in this proceeding. Finally, the Company agreed to conduct an

analysis in consultation with the Public Staff demonstrating the appropriate coal inventory

| evel given mar ket and generation changes sin
No. E-7, Sub 1026), with such analysis to be completed by March 31, 2019.

No intervenor took issues with this provision of the Stipulation. The Commission
finds and concludes that the reduction to coal inventory included in working capital and
the establishment of the increment rider to allow the Company to recover the additional
costs of carrying coal inventory in excess of a 35-day supply, as provided in the
Stipulation, is just and reasonable to all parties in light of all the evidence presented.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 28

The evidence supporting this finding of fact and conclusions is contained in the
Co mp a nvweried Application and Form E-1, the testimony and exhibits of the
witnesses, and the entire record in this proceeding.

Summer Coincident Peak

DEC based its filing in this case on the summer coincident peak (SCP)
methodology for allocation of the cost of service among jurisdictions and among customer
classes. The Public Staff, CIGFUR Ill, CUCA, and Kroger concur with DEC 6 sse of the
SCP methodology for cost allocation. No intervenors presented testimony in opposition
to the Companyds wuse of the SCP methbedol ogy
Stipulation provides for the use of the SCP methodology for purposes of settlement.

Company witness Hager testified in support of the SCP methodology for allocation
among jurisdictions and among customer classes. She explained that a coincident peak
allocator assigns the fixed demand-related costs to the jurisdictions and customer classes
in proportion to their respective contributic
during the test period. Tr. Vol. 19, pp. 24-25.

Each jurisdictionds and customer classod co
the fixed portion of production and transmission demand costs assigned to each
jurisdiction and customer class) is equal to the ratio of their respective demand in relation
to the total demand placed on the system. Id. at 25. The cost of service study supporting
the Companyds psign pdhis e@rbceediagt abocatbs the fixed portion of
production and transmission demand-r el at ed <cost s based upon a
customer <c¢l ass® coi nyoccdreng during tneaskmmerld.ponsi bi | i

DEC 0 eak system demand for the test year, occurred on July 27, 2016, at the
hour ending at 5:00 p.m. Id. This was also the peak generation and transmission demand
used i n the Cosrpcesiydpferthetessyear. @.fWid ness Hager expl
thahe SCP in the test year is withianditiBe r ang
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therefore appropriate to assign fixeddemand-r el at ed costs to the Comp:
and customer classes based upon the SCP. Id. at 26.

The Public St afhfe aCoréepeadsyewi oth t he SCP cost
met hodolegyti gl ati on hé&eafblldoct sSttalHdt does not
Companycost of service study and allocation me
in this case only, Wi tds ht heo setxsc,e pwh iomh oifs ciors
Unresol vedStispuwidatli.o0), and separ at efiyn daidndgr easnsde
Conclusion MNwbl i2c8 St af f witness Floyd expl ai
hi storically supporpedtand heo Stuimmered VA vretreangpeP e
( SWPA) methAodoVoly. 23, p. 54. The Public Staff
Companyuse of the SCP, for purposes of this g
bet ween the per boorklsecadaqu ae mems bét weemr t he
met hodol ogies is i mmaterlidat B68.a jurisdiction

CUCA wit essnelll agreed t hat t he SICB al l c
appropriate for @seoshni adé esEwdnp ainryoT hi sVelr.ock&
p. 117. ®Wonhmess Ot at eGbstylbdatemsimcedi BEorically
the SCP cost ofifssehei messtudpresentative mode

system is used dlmatanlyl6.i ven year.

ClGFURvli tness Phillips also agreed tfihat t he
appropriate for @seoshni ad es&wdnp ainry oT h.i sVelr.ocze
p. 257. Witness Phillips testifipedpehdty tahé o8
cost responsibility to customer <c¢classes and,
service, mi ni mizes the need for new&fendr at i
management goals by s endli diggeralsasuppatsthepseiofce si g
the SCP allocation methodol ogy, and witness H

production demand and transmission costs to jurisdictions and customer classes based
on each groupbés contr i but idemand,which Hashisterigcadlt e mé s |
occurred in summer months.o Tr. Vol. 4, p. 50

The Commission finds and concludes that SCP is the appropriate cost allocation
methodology for purposes of this proceeding, subject to the provisions of the Stipulation.
Upon consideration of all of the evidence in this proceeding, including the Stipulation upon
which the Commission places significant weight, the Commission approves use of the
SCP cost allocation methodol ogy to set the Co

In arriving at its conclusion, the Commission finds that having the necessary
generation and transmission resources to meet
appropriate reserve margin) is an essenti al P
Under cost causation principles, therefore, all customer classes should share equitably in
the fixed production and transmission costs of the system in relation to the demands they
place on the system at the peak. As di scussed and supported i
resource plans, the Commi ssion also recogni zes
pl anning. This change wil/l reqguire more attel
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case. The Kroger Co.initspost-hear i ng Br i e]ftheComanisgod detetmaes 0 [ i
that the winter peak should also be considered in the allocation of production demand

costs, an allocator based on the average of the single highest summer and single highest

winter coincident pe a k s may al so b See Rospt-pleaong Biieh of ehe 0
Kroger Co., p. 7. The Commission concludes that DEC should file annual cost of service
studies based on Winter Coincident Peak as well as the SCP and SWPA methodologies.

In its next general rate case, the Company shall prepare cost of service studies based on

each of these methodologies.

Although the Public Staff has traditionally s upport ed t he SWPA met hc
not unreasonable for the Stipulating Parties
pr oc e ekuithergthe Commission notes that the difference in the retail revenue
requirements betweenthe SCP and SWPA met hodol ogies i s i mma
basi s

The Commission finds and concludes that, for purposes of this proceeding, the
Company may use the SCP methodology for allocation between jurisdictions and among
customer classes under the provisions of the Stipulation and that the provisions of the
Stipulation regarding cost of service methodology are just and reasonable to all parties in
light of all the evidence presented.

Minimum System

The Company used a minimum system study to allocate distribution costs among
customerclasses. The Public Staff does not oppose the
and allocation methodology for purposes of settlement. NCSEA witness Barnes objects
to the use of a minimum system study to allocate costs to customers. Tr. Vol. 20,
pp. 74-95. Moreover, witness Barnes also criticizes the specific methodology used by the
Company, which he argues inflates the size and cost of the minimum system and
increases the portion of the distribution system classified as customer-related. Tr. Vol. 20,

p. 94-95.

Witness Hager explained that DEC 6 minimum system study allowed DEC to
classify the distribution system into the portion that is customer-related (driven by number
of customers) and the portion that is demand-related (driven by customer peak demand
levels). Tr . Vol . 19, p. 35. The methodol ogy behind
allows DEC to assess how much of its distribution system is installed simply to ensure

that electricity can be delivered to each customer, regardless ofthe c u st oeguemncy s f r

of use. Id. a t 36. Witness Hager testified that Al wl
customers could easily avoid paying for the infrastructure necessary to provide service to

them which is counter t dd. $he further explairedthatthen pr i n

methodology used by the Company is consistent with the guidance regarding allocation
of distribution costs provided in the NARUC Cost of Service Manual. 1d. at 37.

Witness Hager also explained that while the NARUC Cost of Service Manual
suggests two methods of allocation, both of these methods identify a portion of FERC
distribution asset accounts 364 to 368 as customer-related and a portion as demand
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related. Id. a t 38. Therefor e, witnesses Barndwd and
costs charges to accounts 364 to 368 should be allocated based on demand is
inconsistent with the guidance provided in the NARUC Cost of Service Manual. 1d.

On cross-examination by counsel for NCSEA, witness Hager testified regarding
t he Companhyiésst olro/n go f using the minimum syste
minimum system study has long been used in the cost of service study to develop the
customer-related costs that are then passed to rate design and are the basis of rates that
are ultimatelyapproved by t he |Gath38i38aThenCompany dafil ed
system study results in every rate case for
approved the Itdesldd. t s of that. o

In response to questioning from Commissioner Clodfelter, withess Hager testified
about the different variations of the minimum system method used by DEP and DEC. Tr.
Vol. 20, pp. 27-29. Witness Hager explained that DEP determines the cost of constructing
a minimum system configuration fUmnstnugtingtaoday 6
standard configuration i n t od ahed®aance ofplans , an
account. Id. at 28. Alternatively, DEC calculates the current cost for a minimum size
system and then applies a Handy-Whitman Index to adjust to book costs. Id. at 29. She
noted, however, that while the methods differ, it hey bot h have the same
andetfigyou back to|dtah28,3ame pl ace. 0

S
d

In its postheari ng Brief, N CS E A um systeameaalydishisa t At h
f | aw®ed NGBE A 6 s -HRearisg Brief, p. 37. NCSEA states that the minimum system
met hodol ogy fiassumes that some costs of the s
incurred solely for the purpose of connecting each customer and that these costs should
therefore be classified as customer-r e | a Trevdl..2@, pp. 75-76. In effect, the minimum
system met hodol ogy 0 drelated tosts becausena nsnimund /steann d
is still capable of serving some level of demand. Id. at 76.18

Furthermore, NCSEA states that t he Companyads modi fi ed mi
methodology does not examine actual costs, but rather defines costs for specified
components and extrapol ates thoseldatB6sihtke acr os:
case of poles and conductors, this results in more items being included in the minimum
system study than are actually on the Compan
assignment for these components in the demand charge. Id. at 87. Further, NCSEA states
thatt he Companyds modi f i ed ology contaims flawssnyitsanadyss met h o «

Bgseealso, Tr. Vol. 19, p. 36 (ABut if someone, for what
100-Watt light bulb, that customer will require distribution assets such as poles and conductors and
transformers to deliver that el ectri ci-wagtlightpbubwbulSEA not
nonetheless impose demand on the grid. See also, Official Exhibits, Vol. 20 (NCJC, et al., Hager/Pirro
Cross Exhibit 1) (ACost anal ysts disagree on how much
customers when the minimum-size distribution method is used to classify distribution plant. When using
this distribution method, the analyst must be aware that the minimum-size distribution equipment has a
certain load-carrying capability, which can be viewed asademand-r el at ed cost . 0) .
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of poles and structures, overhead conductors, line transformers, and service drops. Id. at
90-94.

The Commission is not persuaded by the evidence presented in this docket that
the minimum system analysis employed by the Company is flawed in a way that precludes
the Commission from accepting it as appropriate for cost allocation in this proceeding.
However, the Commission gives some weightto NCSEAwi t ness Barnesod argu
A [hé Jommission should reconsider its past acceptance of this method for the allocation
for distribution costs, and disregard theresultsasac onsi der ati onTriMol. r at e
20,p.95. Wi tness Barnes stated in his testimony th
of customer costs to those costs that are directly attributable to a customer, such as
metering and billing, excluding portions of the distribution system shared by multiple
customers. A report commissioned by the National Association of Regulatory Utility
Commissioners (NARUC) found that this basic customer method (100% demand for
shared distribution facilities and 100% customer for meters and services) was the most
common approach at the time of the report. There are a number of methods for
differentiating between the customer and demand components of embedded distribution
plant. The most common method used is the basic customer method, which classifies all
poles, wires, and transformers as demand-related and meters, meter-reading, and billing
as customer-related. This general approach is used in more than thirty states.® Tr. Vol.
20, p. 79.

Further, witness Barnes stated in his testimony that:

[i]t is not clear to me that the Commission has recently delved into the details
of the different methodologies used by North Carolina utilities in conducting
their minimum system studies. In fact, significant differences in
methodology are apparent to me based on my review of the studies
performed by DEP, DEC, and Dominion Energy North Carolina (Dominion).
For instance, in its 2016 general rate case, Dominion classified only 31.08%
of secondary poles in FERC Account 364 as customer related [in its most
recent rate case.]> DEP classified 95.9% of secondary poles in FERC
Account 364 as customer related in its most recent rate case.

Tr. Vol. 20, pp. 82-83.

19 F. Weston, et al., Charges for Distribution Service: Issues in Rate Design, p. 19, Regulatory
Assistance Project (2000), available at http://pubs.narus.org/pub/536F0210-2354-D714-51CF-
037E9E00A724.

20 Application of Virginia Electric and Power Company, d/b/a Dominion North Carolina Power, for
Adjustment of Rates and Charges Applicable to Electric Utility Service in North Carolina, Docket No. E-22,
Sub 532 (March 31, 2016) DNCP Form E-1, Item 45F, p. 121.

2lDuke Energy Progress, L L Cda&equestds. 10320 Attachiment BYDoEkEtA Dat a
No. E-2, Sub 1142 (detailing customer and demand percentages by FERC Account).
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According to witness Barnes, DEC effectively classifies all shared secondary and
primary poles in FERC Account 364 (as well as conductors in FERC Account 365) as
customer-r el ated. This is visible i n tghtieev@luesnpany 0 ¢
for demand-related plant in service for FERC Accounts 364 and 365.22 The negative
values arise because the Companyds calcul ated
FERC Account balance after removing direct assignments, which necessitates an
adjustment. The true-up adjustment effectively results in a demand-related component of
zero and a customer-related component of 100%. Similar differences are evident for other
distribution Accounts, contributing to a wide range of estimates of residential customer
units costs. Id.

The Commission recognizes that any approach to classifying costs has virtues and
vices. It is important to effectively address issues such as those discussed by witness
Barnes whil e at t he same t i nsebstantelcpoogeeteédz i n g t
investments in its Power Forward programs. Just considering the grid modernization
programs alone suggests that distribution system cost allocation among customer classes
will take on heightened importance in future rate cases. The implications of using a
suboptimal methodology or incorrectly applying an otherwise acceptable methodology,
could be significant in the future. The Commission concludes that a more focused and
explicit evaluation of options for distribution system cost allocation and an assessment of
the extent to which any single allocation methodology is being consistently applied by the
utilities is warranted. Therefore, the Commission directs the Public Staff to facilitate
discussions with the electric utilities to evaluate and document a basis for continued use
of minimum system and to identify specific changes and recommendations as
appropriate. If the Public Staff ultimately recommends an alternative approach to
minimum system as a result of this review, then the support for that position should be
clearly defined. The Public Staff shall submit a report on its findings and
recommendations to the Commission no later than the end of the first quarter of 2019 in
a new, generic electric utility docket to be established by the Chief Clerk for this purpose.

Upon consideration of all the evidence in this docket, including the Stipulation, the
Commission approves D E C ése of the minimum system methodology for cost allocation
in this proceeding. The Commission places significant weight on the testimony of
Company witness Hager regarding the Companyo6s
system method and this method6 salignment with cost causation principles. The
Commi ssion finds that t he Companyhodkfor goste of t
allocation in this proceeding is just and reasonable to all parties in light of all of the
evidence presented.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 29

The evidence supporting this finding of fact and conclusions is contained in the
Stipulation, the C o mp a rnvegribiesl Application and Form E-1, the testimony of Public

22 DEC Form E-1, ltem 45D, p. 5.

87



Staff withess Boswell, the rebuttal testimony of DEC witness Doss, as well as the entire
record in this proceeding.

As part of its filing in this case, the Company submitted a lead-lag study that was
performed in 2010 using fiscal year 2009 data. Tr. Vol. 12, pp. 50, 55. Public Staff witness
Michelle Boswell commented that a fully updated lead-lag study should have been
completed for this case, and recommended that the Commission direct the Company to
prepare and file a lead-lag study in its next rate case. Tr. Vol. 26, p. 602. In his rebuttal
testimony, DEC witness Doss stated that the Company agrees with Public Staff witness
Boswel | 6s r enamwdnestibed tha DECawill prepare and file an updated lead-
lag study as part of its next rate case application. Tr. Vol. 12, p. 55.

The Stipulation incorporates the Colagpanyo6s
study in its next rate case. Stipulation, 8§ IV.D. No intervenor took issue with this provision
of the Stipulation. Accordingly, the Commission finds and concludes that, consistent with
Section IV.D of the Stipulation and in light of all the evidence presented, DEC shall
prepare and file an updated lead-lag study in its next general rate case.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 30

The evidence supporting this finding of fact and conclusions is contained in the
Stipulation, the C o mp a rverifted Application and Form E-1, the testimony and exhibits
of the witnesses, and the entire record in this proceeding.

S

changes to rate design. Wi tness P C o6 maja
proposed rate design initiatives, including:

Company witness Pirro provided testi mo
S

o=
—_

(1) Basic Facilities Charge (BCF) The Company proposes the BFC for all rate classes,
with the exception of OPT-V, be set to recover a percentage difference between
the current rate and the customer-related cost incurred to serve these customer
groups. Tr. Vol. 19, p. 57. Witness Pirro explained that this approach was taken
because current rates significantly understate the current cost of service related to
the customer component of cost. [d. The Companyds recommendat
subsidization while minimizing the rate impact on low usage customers. Id. A
comparison of the current and proposed BFCs for each rate class is provided in
Pirro Exhibit No. 8.

(2) Residential Rates. Witness Pirro explained that the Company has not proposed
any major structural changes to its residential rates. The Company, however, has
increased the discount available to customers taking service under Rate RS and
Rate RE and receiving Supplemental Security Income through the Social Security
Administration and who are blind, disabled, or 65 years of age or over. Id. at 61.
The Company also proposes to discontinue Residential Water Heating Service
Controlled/Sub Metered Schedule. Id. at 72-73.
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(3) General and Industrial Rates. Witness Pirro explained that other than revisions to
the rate to collect the revised revenue requirement, the Company has not altered
the overall structure of Rate LGS, Rate SGS, and Rate I, service to large general
service, small general service, and industrial customers, respectively. Id. at 62.
The Company proposes to increase the incremental demand charge for Rate HP
to $0.5994 per kW. Id. at 63.

In Section IV.E of the Stipulation, the Stipulating Parties agreed to implement the
rate design proposed by Company witness Pirro within in his direct testimony, except for
the amount of the BFC which was an unresolved issue and addressed separately in
Finding and Conclusion No. 34 herein. Additionally, the Company entered into the
Lighting Settlement with NCLM, Concord, Kings Mountain, and Durham, which resolved
certain outdoor lighting issues raised by intervenors in this docket. The Public Staff does
not object to the Lighting Settlement.

Several intervenors provided testimony on various rate design issues in this
proceeding, as discussed below. Having considered the testimony and exhibits of all of
the witnesses and the entire record in this proceeding, the Commission makes its findings
and conclusions on each of these issues as set forth below:

AMI Enabled Rates

EDF witness Alvarez criticized t he | ack of det ai | i n
regarding time varying rate offerings that the Company plans to implement in conjunction
with AMI. Tr. Vol. 26, pp. 321-2 7 . Company witness Pirro
premature to offer a specific rate design before the infrastructure to support the design is
avai | arbvblel9, p. 88.

Additionally, EDF witness Alvarez testified about various AMI-enabled services
that he argues offer significant customer and environmental benefit potential. See, e.qg.,
Tr. Vol. 26, pp. 322-27. Company Witness Pirro responded that the Company will
consider new rate designs after full AMI deployment, which is expected by mid-2019. Tr.
Vol. 19, p. 87. As the Company continues deployment of AMI and begins implementation
of new billing infrastructures, the Company will evaluate all potential future rate designs,
including dynamic rate designs, and will assess the approach or combination of
approaches that cost-effectively meets customer interests and demand response
objectives. Id. Wi t ness Pirro also responded to
collaborative would be beneficial in developing time-varying rate designs, by reiterating
that the Company highly values customer input in evaluating both current and future rate
designs. Id. at 88. He explained that the Company routinely discusses its rate design with
members of the Public Staff and customers, and that it is preferable that such input be
received on an on-going basis, rather than awaiting a group meeting to be certain this
guidance is considered in the decision-making process with respect to future rate designs
and requirements for supporting infrastructures. Id.
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Witness Pirro further explained why it would be premature to offer a specific
AMI-enabled rate design in this proceeding. Id. In addition to the fact the AMI technology
and new billing system infrastructure has not been implemented yet, he testified that it is
important to evaluate each rate design in conjunction with other demand response options
that seek to shift customer consumption. Id. He explained that all customer options need
to be evaluated to achieve the most dependable load response at the lowest cost to
customers. Id.

Public Staff witness Fl oyd t estthief iGodmptahnayto st
AMI deployment is predicated on maximizing benefits to the customers. Tr. Vol. 23, p. 90.
Witness Floyd noted that the Company has committed to develop new and innovative
rate designs, which should contribute toward maximizing customer benefit. Id.

The Commission agrees that it is premature to offer specific AMI-enabled rate
designs in this proceeding since the infrastructure underlying such rate design is not yet
available. The Commission concludes, however, that it is appropriate for DEC to evaluate
new rate designs that will, among other things, allow ratepayers in all customer classes
to use the information provided by AMI to reduce their peak time usage and to save
energy.

TOU or Critical Peak Pricing Rates

NCLM witnesses Hunnicutt and Coughlan testified that the Company should
provide additional time-of-use (TOU) and critical peak pricing (CPP) dynamic pricing
options for customers. Tr. Vol. 8, pp. 119-43; Tr. Vol. 26, p. 373. The City of Durham
stated in its post-hearing Brief that it joins with the NCLM to ask the Commission to order
DEC to develop proposals for effective time-of-use and critical peak pricing rate designs
which encourage energy efficiency, and provide that information to ratepayers as soon
as possible. Witness Hunnicutt testified generally that DECfis houl d f i nd addi ti
through its time-ofuse rate designs to encourage and i
Ashould provide additional data r ega+fduseng ene
rat e s c hie¥dal R6eps 378 Witness Coughlan testified in more detail regarding
the Small General Service Time of Use (SGST) rate and CPP rate option studies, the
Peak Time Credit (PTC) Rider pilot, and the smart grid project. Tr. Vol. 8, pp. 121-40.
Witness Coughlan advocates for the reintroduction of the SGST rate with lower kW and
kKWh charges, a TOU rate, a CPP rate, a SGS-TOUE rate, the OPT-E rate, and other
dynamic pricing options. Id. at 105, 142-43.

Witness Coughlan testified that TOU and CPP dynamic pricing rates can provide
a societal benefit. Id. at 119. These rates incent customers to reduce their peak demands
and energy consumption during peak periods. Id. This stabilizes demand and creates
significant savings for DEC and all customers. Id. While withess Coughlan acknowledged
that DEC currently offers the OPT-V rate, he claimed that this TOU rate is not applicable
for most customers, who have a load factor of less than 51%. Id. at 120.
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Witness Coughlan also discussed the SGST and CPP rates that the Commission
ordered the Company to offer on a pilot basis in Docket No. E-7, Sub 1026. Id. at 121-38.
Upon conclusion of the pilot period, the Company decided to terminate these rates. 1d. at
127. Ninety percent of the customers who participated in the SGST rate pilot program lost
money compared to being served on their previous rate. Id. at 128. Witness Coughlan
maintained that the SGST rate pilot was unsuccessful because the kW and kWh charges
were too high. Id. He argued that if the SGST rate were reintroduced with lower kW and
kWh charges, many customers could and would take advantage of the rate. Id. at 129.

DEC, however, terminated the SGST pilot rat
rates and limited performance feed back avai |l abl ¢. at I27. Custerteo me r s . ¢
participation in the SGST pilot rate was low. Id. at 129-30. Witness Coughlan argued that
with more time and more marketing efforts, participation would increase. Id. at 130.

Moreover, without smart meters available to all customers served by the pilot rates, the
Company was not able to provide the rate comparison data that customers wanted. Id. at
130-31; 137-38.

Witness Coughlan asserted that DEC is in a position to implement TOU and CPP
rates now, and that municipal jails, parks/recreation facilities, and water and sewer
treatment facilities, in particular, could benefit from these pricing options. Id. at 142.

Initspost-hear i ng Bri ef , [ffh€ComMmissiorashoeldordetrD&C to fi
develop proposals for new and innovative time-of-use and critical peak pricing rate
designs and prepayment options before the next rate case, and receive input from
c u st o ntee Post-Hearing Brief and Partial Proposed Order of NCLM, p. 11.

In his direct testimony, Company witness Pirro explained that DEC was not
proposing any innovative peak time pricing rate designs or offering real time price signals
in this proceeding. Tr. Vol. 19, p. 58. Witness Pirro explained that DEC continues to
review and analyze rate designs that offer customers opportunities to respond to price
signals to achieve a lower cost for electric service. Id. As described in the testimony of
witness Hunsicker, the Company is upgrading its billing system infrastructure to better
support these types of designs. Id. Also, as explained by Company witness Schneider,
DEC is in the process of deploying AMI that will provide the level of data that is required
to bill these innovative designs. 1d. at 58-59. Witness Pirro explained that the Rate Design
Team is working closely with billing and metering projects to ensure that they will support
the types of rate designs that customers will need in the future. Id. at 59. Witness Pirro
also noted that the Company presently offers time-of-use rate designs to various
customer classes to encourage load shifting and also offers several DSM programs to
control customer appliances to aid in reducing system peak demands. Id. Moreover, on
cross-examination by counsel for NCLM, witness Pirro explained that as the Company

Agets c¢closer to full AMI roll out and i mpl emen
to work with the Public Staff and try to come to a common . . . ground on future price

offerings and trying to balance that with maybe some demand response programs to
achieve overall Idat03. effectiveness. o
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Based on the results of the pilot rates implemented in Docket No. E-7, Sub 1026,
the Commission is not persuaded that DEC should be required to offer any additional
TOU or CPP dynamic pricing rate options at this time. However, the Commission finds
and concludes that DEC should, within six months of the date of this Order, file in this
docket the details of proposed new time-of-use, peak pricing, and other dynamic rate
structures, as detailed in the AMI portion of this Order.

OPT-V Rate

CIGFUR 11l witness Phillips criticized DEC 6 @ptional Power Service Time of Use
(OPT-V) rate schedule. Tr. Vol. 26, p. 258. While witness Phillips agreed that the
Companyds proposed de ma AVdrateccltass were aprdpraate, he
argues that the present and proposed energy rates are significantly higher than the unit
costs reflected in DEC 6 st of service study. Id. He stated that the energy charges for
OPT-V customers are 30-6 0% above the wunit costs in
study, and argued that these charges should be reduced to better reflect actual energy
costs. 1d. at 268. Witness Phillips recommended that any approved reduction to the

he

t

Companyb6s requested r eve#whkss benused ¢oaredace theo r

proposed energy rates, particularly for Transmission Service and Large Primary Service
customers. Id.

On cross-examination by counsel for CIGFUR III, witness Pirro explained that the
Company did not agree with witness Phillipsérecommendation to adjust the OPT-V rate
design to move the energy charges closer to unit cost. Tr. Vol. 19, pp. 115-24. Witness
Pirro explained that the OPT-V i r @dtpricingastructure has been very successful from
the onset. [DEC has] had very positive feedback from [its] commercial/industrial groups
during customer meetings, and they . . . have been very happy with the pricing structure.

OP~

he

t he

And .. .duringthosecusto mer f orum groups, [the Comgany

at 120. He added that OPT-V is a relatively new rate design and the Company has
received positive feedback regarding this rate from both external and internal customers
through its large account management and economic development teams. Id. at 124.

In addition to the Company having received very positive customer feedback
regardingthe OPT-V r at e, witness Pirro explained
pricing componentsinordertosendappr opr i at e Igd.atila3.€@nessuch factof
is marginal cost pricing, and witness Pirro testified that reducing energy rates below those
levels would not be justifiable. Id. at 122. He reiterated that it is inappropriate to adjust the

t hat

S .

0

(

h a

energy charge i n isolation, and that the Company

components as a whole, the customer charge component, the demand and energy, and

you have to balance thosetosendt he appropri atde price signal

.0

The Commission findsandconclude s t hat t he Compa-Ngt@s propo

just and reasonable in light of the evidence presented. The Commission, therefore, rejects

witness Phillipsdéd recommendation to reduce

OPT-V on the grounds that adjusting one pricing component without consideration of all
pricing factors is inappropriate. It is appropriate to consider all pricing components,
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including marginal cost pricing, customer charge, as well as demand and energy charge,
and balance these various components in order to set rates that send an appropriate
price signal to customers. Applying that framework, the Commission finds and concludes
t hat t he Comp an y\brate, pauding the maposédRiergy rate, strikes an
appropriate balance of pricing factors and sends the correct price signal to customers.

Outdoor Lighting

Company witness Cowling testified regarding the proposed changes to DEC 0 s
outdoor lighting rate schedules. First, the Company re-evaluated the outdoor lighting
transition fees charged to customers who move from metal halide (MH) and high pressure
sodium (HPS) to light emitting diode (LED). Tr. Vol. 26, p. 161. The Company is proposing
to lower the transition fees to balance the actual take-rates while protecting the rate class
from premature retirement of assets. Id. Withess Cowling explained that the Company
has charged a transition fee for customers who voluntarily chose to upgrade standard,
decorative, and/ or floodlight outdoor lighting fixtures from MH or HPS to LED. Id. at 162.
The purpose of the transition fee was to appropriately reflect the remaining book value of
the MH and HPS lights being replaced and hence slow the early retirement of installed
assets to avoid adverse impacts on lighting rate base. Id. While the fees have successfully
allowed customers to switch to LED technology while minimizing the impact of the
transition on other lighting customers, the Company, based on its transition experience
to LED technology, now recommends calculating transition fees based on a revised
assumption regarding the rate of replacement of fixtures. Id. at 162-63. DEC proposes to
reduce the fee to transition from a standard MH or HPS fixture to an LED fixture from $54
to $40 on Schedules GL and PL, and from $78 to $57 on Schedule OL. Id. at 163. The
Company proposes to reduce the fee to transition from a standard MH floodlight or HPS
floodlight fixture to an LED and/or LED floodlight fixture on Schedule FL from $142 to
$112. 1d. Cowling Direct Exhibit 1 outlines the current and proposed transition fees on
Schedules OL, GL, PL, and FL.

Second, the Company proposes to proactively replace mercury vapor (MV) lights
with LED lights on Schedule PL (governmental customers). Id. at 161. Currently, DEC is
authorized to upgrade MV fixtures to LED technology upon failure on Schedule PL. ]d. at
165. In Docket No. E-7, Sub 1114, DEC received Commission approval to proactively
upgrade standard MV fixtures to LED on Schedule OL (private area lights) by no later
than December 31, 2019. Id. at 165-66. Under the current approach of only replacing MV
fixtures at failure and assuming that customers do not choose to upgrade voluntarily, at
the current failure rate of approximately 4.6% per year it will take approximately 22 years
to upgrade all of the MV fixtures in North Carolina. Id. at 166. A proactive strategy allows
the Company to more rapidly phase-out obsolete MV fixtures in the DEC service territory.
Id. Also, it is more cost-effective for the Company to replace the MV lights proactively
grouping the work geographically, rather than reactively one-by-one as they fail. Id. The
Company is proposing that the Commission approve DEC 6 groactive replacement on
Schedule PL to begin in 2020 and with work completed by 2023. Id. at 167. This gives
governmental customers adequate time to budget for the conversions, and also gives the
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Company adequate time to complete the proactive replacement underway on Schedule
OL by the current December 2019 goal. Id.

Lastly, the Company is proposing several revisions to the outdoor lighting
schedules to improve administration, including proposals (1) to close Schedule NL, which
is a pilot tariff designed primarily to introduce LED technology, (2) to discontinue Schedule
FL and merge it into Schedules OL and GL, and (3) to increase the contract term on
Schedule OL for standard products from one year to three years. Id. at 161, 169-70. The
Company incurs a significant capital investment when installing new outdoor lighting
assets and these costs are not recovered if lighting service is discontinued after one year.
Id. at 169.

Witness Cowling also explained in his direct testimony that the Company has
participated in semi-annual meetings to address issues of interest to North Carolina
municipalities and to specifically address lighting issues. Id. at 168. The Company states
these meetings are valuable and plans to continue the outdoor-lighting specific dialogue
that has been established between municipalities and the Company by meeting with the
NCLM and governmental customers on as-needed basis. Id. at 168-69.

Public Staff witness Floyd responded to th
schedules by making three recommendations. First, Witness Floyd explained that the
Public Staff agrees with DEC 6 gproposed transition fees for LED service, testifying that
the fees Areasonably balance the desire of cu
transition lighting in an orderly manner, while minimizing the adverse impact of stranded
costsont he r emai ni ngTrlVol®8, p. 681 The Rubliatadf,.h@wvever, states
that the Company should consider providing an extended payment option to customers,
such as municipalities who desire LED service, but struggle with budgeting issues that
prevent their participation. Id. at 69.

Second, witness Floyd testified thatt he Companyés proposal t o
conversion of MV fixtures to LED served under Schedules OL and PL is reasonable, but
recommends that the Company address the rates of return (ROR) for the lighting class in
order to mitigate the increase in the cost of the conversion. Id. at 72. Witness Floyd
recommended that the Company reduce its rates for Schedules FL, GL, OL and PL such
that the resulting RORs are within 10% of the overall ROR for the North Carolina retail
jurisdiction. Id. at 72-73. Witness Floyd also recommended that the Commission require
the Company to file semi-annual reports on the status of its MV replacement program. Id.
at 73.

Witness Floyd testified that the Public S
proposals to close Schedules FL and NL. Id. at 74. Witness Floyd also testified about the
alignment of rates for the same fixtures served under Schedules GL and PL. Id. at 74-76.
Witness Floyd noted that Schedule GL and PL charge different rates for the same fixture,
and that the only difference between the two schedules is the length of time a customer
has been served under one schedule versus the other, which is not a valid reason for
differing rates. Id. at 76. As such, he recommends that the Commission require the
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Company to continue to meet with municipal customers to evaluate changes to Schedules
PL and GL that would make the rates for individual fixtures (LED and non-LED) served
under Schedule GL the same as for Schedule PL. Id. at 76-77. He also recommends that
the Company work with municipalities to develop a proposal to consolidate Schedules PL
and GL in a future proceeding. Id. at 77.

NCLM was the only other intervenor to provide testimony regarding outdoor
lighting rate design. NCLM witnesses Coughlan, Fisher and Watkins all presented
testimony on various outdoor lighting issues.

Witness Coughlan recommended several changes to the GL rate schedule.
Witness Coughlan advocated for the elimination of the transition fees for replacing HPS
and MH luminaires with LED luminaires. Tr. Vol. 8, p. 104. Mr. Coughlan noted that the
purpose of the transition fee was to appropriately reflect the remaining book value of the
MH and HPS lights in order to avoid adverse impacts on the lighting rate base. 1d. at 107.
However, he argued, that the Company should actively promote the transition to LED
lighting rather than discourage it through fees because LEDs are better for customers
and the environment. Id. at 108. Witness Coughlan argued that DEC should not be
compensated for the transition to new technology. Id. Alternatively, he suggested that
DEC could offset the loss in book value by requiring all lighting customers to pay for it,
instead of only those customers switching to LED luminaires. Id. at 109.

Witness Coughlan advocated for establishing a fairer rate for municipalities under
Rate GL by lowering the proposed rates for LED lighting. Id. at 110. The proposed ROR
for Rate GL is 27.23%, compared to 7.98% for total retail rates. 1d. at 109. Witness
Coughlan noted that, overall LED lighting costs less than HPS lighting (e.g., installation
labor costs, maintenance labor costs, maintenance equipment costs, energy costs), but
DEC6sates for LED |lighting fAare signifildantly
at 111-14. He asserted that lower maintenance labor costs, maintenance equipment
costs, and energy costs for LED lighting should be, but are not, accurately accounted for
in the proposed rates. Id. at 115-16. Witness Coughlan recommended that the costs for
lighting under Schedule GL be adjusted such that on a cost/kWh consumed basis, the
rates for LED lighting are equal to or lower than the costs of HPS lighting. Id. at 104.

Witness Coughlan also testified that, to the extent the transition fee is not
eliminated, the Commission should only apply such a fee where a municipality seeks to
convert all HPS lights to LED lights at the same time. Id. at 118. Witness Coughlan
recommended eliminating the transition fee where an existing HPS light has failed or
needs maintenance.ld. He ar gued that #A[t] his approach wo.
travel to existing HPS lights to perform maintenance work and then making another trip
back to the same light a year or two later to replace a recently maintained HPS light with

an LED |Iight as partldof a mass conversion. o
Similarly, witness Watkins testified that

outdoor |lighting rates make it dAadifficult for

to afford a complete conversi on t o LED | ightingo which inhib
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Amaxi mi zing energy efficiency and prevent cri
that DEC should cover the cost of conversions for HPS and MH fixtures as well as MV
fixtures. Id. at 391. Likewise, witness Fischer testified that DEC should eliminate the
transition fee entirely. Id. at 367. Furthermore, witness Fischer stated that if DEC decides
not to charge a transition fee for LED lighting, the rates attributable to LED fixtures should
not increase, as proposed in DEC 6 RL rate schedule. Id. at 390, 367. Witnesses Watkins
and Fischer also recommended that if the municipality is required to pay a transition fee
to switch to LED lighting, the rates paid for LED street lighting should not increase. Id. at
390, 368. Witnesses Watkins and Fischer testified that the current transition fees and the
requirement to shift from Schedule PL to GL rate for conversions create a disincentive for
municipalities to convert to LED street lighting. Id. at 391, 368.

These witnesses also noted that the Company is requesting rates for street lighting
with a ROR for the GL class of 27.22% and the PL class of 12.20%, which fall outside of
the +/-10% band of reasonableness for RORs relative to overall jurisdictional ROR
(7.98%). Id. at 392, 368. Finally, witness Watkins testified that the NCLM would like to
continue meeting with the Company semi-annually, rather than on an as needed basis as
suggested by witness Cowling. Id. at 393.

In response to the intervenors est i mony regarding the Compan
for LED service, witness Cowling explained in
believes these fees are appropriate, as the Company, consistent with its
Commission-approved tariffs, installed HPS and MH fixtures at the request of customers;
thus, the prudently incurred stranded costs related to these assets should be recovered
from the customer requesting early replacement, rather than burdening the lighting class
as a wlb atll&. He further testified that the Company will continue to monitor net
book value and in future rate proceedings and seek adjustments accordingly. Id.

Wi tness Cowl ing al so testified i n oppo
recommendation that transition fees be eliminated for any HPS failure. Id. at 174. He
explained that as stated in Witness Coughl and.

six years, which is far less than the HPS fixture. Id. Given the long depreciation periods
of HPS fixtures, replacing HPS fixtures after being in service for six years due to a bulb
failure without a transition charge would still leave a significant net book value remaining
for HPS fixtures. Id.

Witness Cowling agreed with the recommendation of Public Staff witness Floyd,
and testified that the Company wants to work with NCLM to evaluate changes to
Schedules PL and GL for the purpose of eventually consolidating Schedules PL and GL
in a future proceeding. Id. at 177. Witness Cowling also testified that the Company values
its partnership with all of the communities it serves and NCLM and will continue to meet
with NCLM regarding outdoor lighting matters. Id. at 176. The Company has proposed
meeting on an as-needed basis to provide more flexibility to meet either more or less
often and address issues in a timelier manner as they arise. Id. at 177. The Company has
also expressed an interest in attending NCLM&6s annual meeting to
matters, which would minimize travel costs to NCLM members and expand the
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opportunity for more municipalities to participate in outdoor lighting discussions with the
Company. Id.

Witness Pirro testified in responmeBOR o0 t he
for the lighting rates. Tr. Vol. 19, pp. 97-98. Regarding the proposed ROR of 27.23% on
Schedule GL, witness Pirro explained that the proposed rates and concomitant return are
the result of the application of the same rate design principles that were applied to all
other rates proposed in this proceeding. Id. at 97. As noted on Pirro Exhibit No. 4 the
current return on this rate schedule is nearly 31%. Id. DEC seeks to achieve rate parity
for all of its customer classes; however, rate parity cannot be achieved quickly without
some customers experiencing significant rate increases. Id. Thus, DEC has and is
applying the principle of Aigradual i smo as it
return. 1d. While DEC under st ands wi tneBELM|I oyddsesaasld conc
must be recognized that ratemaking is a zero-sum process and costs not recovered from
one customer class must be recovered from another customer class. Id. at 97-98. Witness
Pirro t estQidgconerdttedtdcantinuiigoBvork with the Public Staff and NCLM
in an attempt to resolve their concerns in a manner that is appropriate for DEC 06 ather
customers, and acceptable to the Commission, and will allow DEC a reasonable
opportunity to recover its Commission-appr oved revenul@atB& qui r ement

Prior to the evidentiary hearing, the Company entered into the Lighting Settlement
with NCLM, Concord, Kings Mountain, and Durham, which resolved all of the outdoor
lighting issues raised by the NCLM in this docket.?® The parties to the Lighting Settlement
agreed to waive cross-e x ami nati on of each e tuldeor ligylgingwi t nes
issues addressed in the Lighting Settlement. Lighting Settlement, p. 6. Moreover, the
Public Staff does not object to the Lighting Settlement, (id. at 2), and waived its
cross-examination of Company witness Cowling.

The Lighting Settlement provides in pertinent part as follows:

1. DEC shall keep the current proposed LED transition fee
reduction for HPS luminaires from $54.00 to $40.00, but will evaluate
adoption of LED technology and its impact on the transition fees every two
years between rate cases and adjust the fees downward if applicable. DEC
will eliminate the HPS transition fee on entire fixture failure. Transition fees
will not be increased outside of a general rate proceeding. The results of
any re-evaluation will be reported to the Commission and be subject of a
filing for a fee reduction.

2. DEC will allow municipalities to spread the billing for transition
fees for up to four years without incurring carrying costs, to be billed
annually in August.

23 The only remaining issues in controversy raised by NCLM in this docket are (1) the impact of the Tax
Cuts and Jobs Act on DECO6s rates; and (2) TOU and CPP d
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3. DEC will combine Rate Schedule GL (Governmental Lighting)
and Rate Schedule PL (Street and Public Lighting) to reflect PL pricing as
approved by the Commission in its final order in this Docket, effective
September 1, 2018 and close Rate Schedule GL. Lights on Schedule GL
will be mapped to the rates proposed on PL for inside municipal limits. For
Schedule GL lights served underground, DEC will apply underground
charges assuming up to 200 feet served from overhead to underground for
a monthly fee of $0.87 per month. Additional decorative and/or non-
standard charges for poles, fixtures, or underground fees greater than 200
feet will still apply as would be applicable under the currently-identical
provision of Schedules GL and PL. This will lower the ROR on the GL rate.

4, Combining Rate Schedule GL and Rate Schedule PL and not
seeking an increase in LED rates in this Docket results in a $1.658 million
revenue requirement deficit to DEC. Upon approval by the Commission, the
lighting ROR will be reduced to fall within the +/-10% range of the retail
average and the resulting revenue reduction ($1.658 million under
proposed rates) would be allocated to the other rate classes (RES, GS, |
and OPT). The Parties affirm that this Agreement reflects the spirit and
intent to continue moving governmentl i ght i ngés ROR cl oser to
retail customer ROR.

5. DEC will maintain current LED prices for GL and PL
customers and not seek a rate increase for LED fixtures in this Docket. After
September 1, 2018, all LED rates applicable to governmental customers will
be billed on the PL schedule.

6. For all customer | ighting classes, D

transition fee if the entire HPS fixture fails. Upon complete fixture failure,
unless no comparable LED fixture is available, DEC will replace any
standard or non-standard and/or decorative HPS fixture with a comparable
LED fixture and the monthly rate for the new fixture will apply. DEC will
continue to maintain HPS fixtures and perform minor repairs. DEC will not
waive the transition fee for HPS fixtures that are replaced prematurely due
to willful damage of the fixture and/or when minor repairs can be performed
and the customer choses to voluntarily upgrade to LED.

7. DEC will close HPS to new installations in all lighting class
Rate Schedules (PL, GL, and OL) to lessen the impact on the net book
value to all lighting. Where the governmental customer requests the
continued use of the same HPS fixture type for appearance reasons, DEC
will attempt to provide such fixture, and the governmental customer shall be
billed in accordance with the applicable provisions on Schedule PL.

8. The Companyo6s fl oodl ight service [
Schedule FL. In this Docket, DEC requested to close Schedule FL and
move the floodlights to either Schedule OL (private customers) or to
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Schedule GL, (public customers). Effective upon Commission approval,
DEC will proceed to add the governmental floodlights to Schedule GL at the
proposed rates. Effective September 1, 2018, DEC will move these newly
added floodlight from Schedule GL to Schedule PL, including any notations
and applicable rates at the same time that DEC transitions the other non-
floodlights from Schedule GL to Schedule PL.

9. As of September 1, 2018, governmental customers seeking
new non-floodlight service which involves installing a new pole and/or new
underground service will pay the current new pole and underground
charges on Schedule GL. Currently, a standard wood pole is $6.49 per pole
and underground charges begin at $4.62 up to 150 feet. The
aforementioned fees will not be applicable to fixtures, poles and
underground services for non-floodlights moved from Schedule GL to
Schedule PL. Current PL fees for such services will apply unless otherwise
modified in a future rate proceeding.

10.  When Schedule GL is merged into the new PL, the Company
will continue to provide an option for customers to prepay the initial capital
costs of poles and underground wiring for products with the tiered rate
structure (existing pole, new pole, and new pole underground) as provided
for in Paragraph 9. These products will include LEDs and floodlights that
are merging from GL to PL with the tiered rate design. Thus, if customers
chose to prepay capital costs for the pole and underground wiring,
customers will be billed for the existing pole rates accordingly.

11. As part of DEC6s proposal to accel er.

fixtures to LED for governmental customers, the Company agrees to file
semi-annual conversion progress reports with the Commission as proposed
in the Docket testimony of Public Staff witness Jack Floyd. The Company
will also provide governmental customer-specific data regarding proactive
MV to LED conversions to impacted governmental customers before such
work begins, as well as providing information summarizing the benefits of
the conversion to LED for each governmental customer.

12. The Company will continue regular meetings with the NCLM
and all interested localities at mutually convenient times and locations to
discuss outdoor lighting issues.

Lighting Settlement, pp. 2-5.

Inlightof t he partiesdé testimony and the Lighti
accepts in its entirety and upon which the Commission places substantial weight, the
Commi ssion finds and concludes that the Compa
as modified by the Lighting Settlement, are just and reasonable.
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Standby Service

Standby service is where the Company provides service to customers with
customerr-owned generation during times when the g
fails to operate and requires additional capacity and energy to be provided by the
Company. Sever al of the Companyds tariffs have s
on witness Pirrods testi maincg the lash mte €@semgnany d
approach to pricing service to net metering customers with solar generation that was
ultimately approved in South Carolina as the result of a collaborative agreement.

0]
e

Further, witness Pirro testified that the Company has closely monitored
developments leading up to House Bill 589 and its subsequent passage into law. There
are multiple requirements for the Company to comply with this legislation, including
changes to the current net metering tariffs. Withess Pi rr o noted t hat t he
analysis in South Carolina will be useful for this purpose. The Company intends to pursue
these changes outside of this general rate proceeding and believes that standby service
consideration will be a critical part of that discussion. For the interim, witness Pirro testified
that standby service is priced in the same manner as that supported by the Company and
approved by the Commission in the last rate case.

Publ i c St aff witnessgli Fleaoydt htee sGanip aendy 60 h g
continuation of the current structure for standby charges until the net metering
proceeding, and the small increase proposed f
proposal to be reals.dvo.aphp.€. at this time. o

The Commercial Group in its post-hearing Brief stated that:

The Commercial Group opposes the st ructure of abBECOHSs curr
proposed standby service. Tr. Vol. 26, p. 529. However, recent N.C.

legislation (Session Law 2017-192) would require DEC and other electric

utilities to file new net metering rates that are set such that customer-

generators pay their full fixed cost of service (but not more than their cost

of service). Accordingly, the Commercial Group is deferring its advocacy on

those issues to any upcoming proceedings regarding House Bill 589

compliance.

Id.

The Commission concurs withthe Companydés position and wi
charges in an upcoming docket.

Summary with Respect to Rate Design

Based on the testimony of Company witnesses Pirro and Cowling, with
consideration of the testimony of withesses Floyd, Coughlan, Fisher, Hunnicutt, Watkins,
Alvarez, and Phillips, as well as the Stipulation and the Lighting Settlement, the
Commission finds and concludes that the rate design provisions in Section IV.E of the
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Stipulation as well as the Lighting Settlement are just and reasonable to all parties in light
of all the evidence presented.

The Stipul at itlothe extenapossikle, thenCornparfy shall assign the
approved revenue requirement consistent with the principles regarding revenue
apportionment described in the testimony of Public Staff withess F | o ySde. 8dV.E.1 of
Stipulaton.Speci fically, witness Floydobés testimony

That any proposed revenue change be apportioned to the customer
classes, especially for the lighting class, such that: (a) Class RORs are
within a band of reasonableness of + 10% relative to the overall NC retalil
ROR; (b) All class RORs move closer to parity with the NC retail ROR; (c)
The revenue increase to any one customer class is limited to no more than
two percentage points greater than the NC retail jurisdictional percentage
increase, with priority given to the percentage increase versus the ROR
band of reasonableness; and (d) Subsidization among the customer
classes is minimized.

The Commercial Group presented the testimony of witnesses Chriss and Rosa
including a r e c dintmeeCGoriridsionodetermiresthat the appropriate
revenue requirement is less than that proposed by the Company, the Commission should
use the reduction in revenue requirement to move each customer class closer to its
respective cost of service while ensuring th;:
initially pr oplesCondmissiom cancdudes ¢hat .it ds reasonable, to the
extent possible, for the Company to consider the Commercial Gr oup ds r ecommend s
when assigning approved revenue requirements.

Further, the Commission approves DECOGs pro
Water Heating Service Controlled/Sub Metered Schedule. The Commission is, however,
concerned that discontinuing programs that can be used to effectively clip winter peaks
is moving in the wrong direction. This is especially true given the fact that the Company
has moved to fiwinter planning.o0 The Commi ssio
update reports tha t ADECOGSs 2017 | RP includes winter
approximately 80 MW less thanincl uded i n 1 ts 23kd@rdel ARdeptigepor t .
Filing of 2017 Update Reports and Accepting 2017 REPS Compliance Plans, Docket E-
100, Sub 147, p. 7. The Commission concludes that additional emphasis on winter DSM
resource planning is warranted.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 31-33

The evidence supporting these findings and conclusions is contained in the
C o mp a nverifiesl Application and Form E-1, and the testimony and exhibits of DEC
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witnesses Fountain, Simpson, Pirro and McManeus, and Public Staff witnesses
Williamson and Boswell and the entire record in this proceeding.

Vegetation Management

Company witness Simpson testified that vegetation management is a critical
component ofthe Company 6 s power delTir Va 16yp. I0Q. Ele eaplained n .
that DEC uses a reliability-based prioritization model to drive its routine integrated
vegetation management program. Id. According to witness Simpson, in addition to routine
circuit maintenance, there are four other I mp
vegetation management approach:

(1) Herbicide sprayi ng aofwayishpennédfoh aperiodic of t h
basis to control the re-growth of incompatible vegetation in non-landscaped
areas and where property owners allow the Company to spray;
(2) Cutting down of Ahazard treeso outside
a distribution line. The Company implemented this program in 2014 and
has been successful in targeting removal of diseased, decayed, or dying
trees to preserve the silims;egrity and saf
3) Unplanned work performed at the direction of reliability engineering as a
result of outage follow-up investigations or by customer-initiated requests;
and
(4) Disciplined vegetation management outage follow-up process tied to a
formal internal reliability review process.

1d. at 100-01.

In addition, witness Simpson described how as a result of t he Companyoés
worsening trends in SAIDI and SAIFI*and t he Companyds commit men
improve reliability, DEC is enhancing its vegetation management program through a focus
on the following areas, all of which require additional funding:

1 An increase in the frequency of trimming to stabilize and improve the
vegetation management impact on overall reliability performance;

1 Increase frequency of herbicide application where appropriate;

1 Evaluate the feasibility of a Tree Growth Regulator program; and

1 Continuing other aspects of the current program, such as distribution
|l ine fAhazard treedo cutting and a dis
outage follow-up process.

Id. at 102-03. As explained by DEC witness McManeus, the Company has included a pro
forma adjustment related to an expected $15.8 million increase in system expenditures,

24 SAIDI and SAIFI are metrics that reflect the averages duration and frequency of power outages.
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or $11.3 million on a North Carolina retail basis,? to reflect these enhancements to the

C o mp a nvggetation management program. Tr. Vol. 6, p. 264. Witness Simpson

testifiedt hat thi s 1 ncrease i n sfvegetationmgnagemdntiplars t r e n g |
and help maximize the effectiveness of the Companydé s pl anned gri™ 1 mpro
Vol. 16, p. 103. He added that the Company believes that the additional funding and
implementation of its plan, with these enhancements, will benefit customers. Id.

Public Staff witness Williamson testified that the Company initiated its current
vegetation work cycle, referredt o as the A5/ 7/ 9 plano Hen 2013
explained that the plan represented a change from a reliability-based approach to
vegetation management to a cyclical approach.ld. The pl an c | sadssibution es DEC
circutmi | es i nto three categories, mai nt ai-ned on
urbadhbdbve year sisederiMeanstai aaidningdyard ld. Henoted that
these cycles were determined from a vegetation growth study conducted by D E G
consultant. Id. He stated that during the first five years of the plan, the Company
completed vegetation management on 88% of the target miles. Id. at 44. For this period,
he opined that the Company is behind their combined target miles for all categories, thus
creating a back-log of approximately 3,752 miles. Id.

Additionally, witness Williamson indicated that when DEC initiated the 5/7/9 plan
in 2013, the Company had developed a back-log of approximately 11,000 miles, and that
as of January 2018 the current balance of those back-log miles was approximately 10,000
miles. Id. at 45. He contended that the Company would not need to address the
10,000 mile back-log if a proper, cyclical vegetation management program had been in
use by the Company prior to 2013. Id. at 46. As a result, Public Staff witness Boswell
recommended a pro forma adjustment to vegetation management test year expenses.
Tr.Vol . 26, p. 596. The Public Staffds adjustm
contract inspector program costs at test year actual spending levels, but applies a 7%
increase in contractor vegetation management production labor costs. Tr. Vol. 22, p. 45.

Witness Simpson described how the Company performed a vegetation growth
study to determine the optimum level of vegetation management for DEC6 system, and
that the Company used the results of that study to develop the 5/7/9 plan. Tr. Vol. 23, pp.
155-56. According to witness Simpson, the Company
the plan. Id. at 156. As a result, even though the Company has been spending above the
vegetation management amounts included in rates from the last rate case, the Company
has only been able to complete vegetation management on 88% of the planned miles
during the five years since the 5/7/9 plan was adopted. Id.

Witness Simpson furtherst at ed t hat the Public Staffds
only took into account a 7% increase in contract rates for 2017 and did not consider that
the 5/7/9 plan is still not funded. Id. at 156-57. In addition, he mentioned that the Public
Staff did not acknowl edge t he GCmisspavegetat®on r e q u e ¢

25 In her December 18, 2017 revised supplemental direct testimony and exhibits, withess McManeus
adjusted these amounts to reflect increased labor costs due to higher contractor rates. Tr. Vol. 6, p. 290.
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management. Id. at 158. He also noted that the Public Staff gave no consideration for the
2018 contractor rate increases, given that executed contracts could not be provided until
after they were signed on January 24, 2018. Id. at 157. In her second supplemental
testimony and exhibits, as well as her rebuttal testimony and exhibits, withess McManeus
revised her adjustment to vegetation management expenses to reflect higher contractor
rates in recently executed contracts. Tr. Vol. 6, pp. 298, 343. Those contracts resulted in
an increase in 2018 rates of 18%. Tr. Vol. 23, p. 157. The revised rates resulted in an
increase in production costs of $55.8 million versus the $44.9 million calculated in witness
Boswel | 6s IdsThennevdaoritracts also include increases for the demand costs,
which are now $2.9 million versus the $2.4 million calculated by witness Boswell. Id.
Witness Simpson noted that confirmation of the contractor increases was not available
until after Public Staff filed its testimony, and that this is a key piece of information that
the Commission should take note of andthatmayi nf | uence Piawld.iatd55St af f 0

Witness Simpson concluded that given prudent increases in spending, known and
measurable increases in contractor rates, and the commitment of the Company to its
vegetation management cycles, it is reasonable for the Commission to approve its
request to increase funding for vegetation management. Id.

The Stipulation provides that the Company should be allowed to recover
distribution vegetation management costs in an annual amount of $62.6 million on a total
system basis. Stipulation, SectionllllLAAFor t he purpose of complying
current vegetation management program, the Company committed to eliminate
completely the 13,467 miles of Existing Backlog as of December 31, 2017 within five
years after the date rates go into effect in this proceeding, and the Company additionally
committed to spending the necessary amount on an annual basis to trim its annual target
distribution miles under its 5/7/9 Plan. In addition, DEC agreed to provide a report
annually to the Commission with the following information: (1) actual 5/7/9 and Existing
Backlog miles maintained in the previous calendar year; (2) current level of Existing
Backlog miles; (3) vegetation management maintenance dollars budgeted for the
previous calendar year for 5/7/9 and Existing Backlog; and (4) vegetation management
maintenance dollars expended in the previous calendar year for 5/7/9 and Existing
Backlog. The Company further agreed that any accelerated amount of expenditures to
eliminate the Existing Backlog miles shall not be used to increase the level of vegetation
management expenses in future proceedings, but shall not prohibit the Company from
seeking adjustments for vegetation management contractor rate increases. The
Commission finds that this provision of the Stipulation represents a reasonable
compromise of this disputed issue. The Commission, therefore, finds and concludes that
DEGand the Public Staffdos agreement relating
in Section IllLA of the Stipulation, is just and reasonable to all parties in light of all the
evidence presented.

Quality of Service

Witness Fountain provided testimony relatir
ways in which the Company is working to enhance the customer experience. Tr. Vol. 6,
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p. 186. Witness Fountain noted that customer satisfaction (CSAT) is a key focus area for

DEC.ld. The Companyos Qarfsladés bpth matgpnabb@nchmarking studies

and proprietary transaction and relationship CSAT studies. Id. Witness Fountain

explained that the Company leverages results from these studies to drive improvement

to processes, technology, and behavior, in order to improve CSAT. Id. He indicated that

DEGA@ . D. Power s Electric Utility Rewthtdeent i al
Company being among the most improved in the 2017 study, and closing the gap toward

top quartile performance. Id.

Witness Fountain testified that DEC measures overall customer satisfaction and
perceptions about the Company via its proprietary relationship study, the i Cust o mer
Per cept i on k. Randancsuneys are taken from residential and small/medium
business customers, and all large business electric customers, to better understand their
customer experience with Duke Energy and overall perceptions of the Company. Id. He
stated that Duke Energy North Carolina Residential satisfaction scores are up over ten
points on average from 2013, with recent trends even higher. Id. at 187.

As explained by withess Fountain, in addition to its relationship study, DEC utilizes
Fastrack, the Companyo6s proprietary transact.i
satisfaction with t he Companyo6s operational
resolving customer service requests). Id. Each year, thousands of interviews are
conducted with DEC customers by a third-party research supplier upon the completion of
the customer s 6 Ik €he surveyeguestieng coees the. entire experience,
from the time the customer picks up the phone to contact the Company, until the issue is
resolved. |d. Witness Fountain indicated that analysis of these ratings helps to identify
specific service strengths and opportunities that drive overall satisfaction and to provide
guidance for the implementation of process and performance improvement efforts. Id.

Through mid-2017, roughly 85% of DEC 6 residential customers expressed high levels of
satisfaction with these key service interactions (Start/Transfer Service,
Outage/Restoration, Street Light Repair, etc.). 1d.

Witness Fountain testified that in 2016, Customer Satisfaction continued as one of
a select number of goals included in the annual incentive compensation plans for DEC
employees. Id. According to witness Fountain, by connecting customer satisfaction
directly to compensation, each employee is invested in improving and maintaining high
customer satisfaction for all Duke Energy utilities, including DEC. Id. at 187-88. Results
are monitored at the enterprise level, state level, and by customer segment, so problems
can be identified and corrected. Id. at 188. This also allows the Company to identify and
apply best practices across all Duke Energy jurisdictions. 1d.

Finally, witness Fountain stated that the Company continues to enhance its
customer service practices to address language, cultural, and disability barriers. Id.
Among other accommodations, the Companyds cus
service and correspondence in Spanish, handles calls from TTY devices (text
telephones), offers bills in Braille, and accepts pledges to pay from social service
agencies. Id.
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Public Staff withess Williamson also provided testimony regarding DEC 6 guality
of service. Tr. Vol. 22, pp. 47-48. 1 n eval uating the Companyds oV
he reviewed the System Average Interruption Duration Index (SAIDI) and System
Average Interruption Frequency Index (SAIFI) data filed by the Company in Docket No.
E-100, Sub 138A; informal complaints and inquiries from DEC 6 customers received by
the Public Staffos Consumer Services Division
and his own interactions with DEC and its customers. Id. at 47. He noted that for the
period 2008 through 2016, Company reports showed the SAIDI and SAIFI indices are
worsening. Id. These trends show that the Companyds
frequency, and when outages occur they tend to have a longer duration, on average. Id.
He also stated that | ess than 1% of the direc
Service Division received from DEC customers related to service quality issues. Id. at 48.
Witness Williamson concluded that the quality of service provided by DEC to its North
Carolina retail customers is adequate at this time. 1d.

No intervenor offered evidence contradicting the testimony and agreement of the
Stipulating Parties that the quality of DEC 6 s s asradequate. Therefore, consistent
with the evidence and Section 1V.J. of the Stipulation, the Commission finds and
concludes that the overall quality of electric service provided by DEC is adequate.

Service Requlations

Witness Pirro describedt he proposed changes to DECG6s Sc
pre-filed direct testimony on this matter was modified by his updated Exhibit 1 filed on
December 19, 2017. Most of the revisions involve relatively small changes in charges,
increases in some and decreases in others, imposed by DEC for various services,
including the following.

(1)  Anincrease in the reconnection fee from $25.00 to $27.13 during regular
business hours, and a decrease from $75.00 to $27.13 during all other
hours [Section XII].

(2)  Anincrease in the initial customer connection charge from $15.00 to $24.18.
[Section II].

(3)  Adecrease in the returned check charge from $20.00 to $5.00 [Section XII].

(4) A decrease in the monthly charge for extra facilities over and above those
normally provided from 1.1% of the estimated cost to 1.0% per month, but
not less than $25 [Section XVI(16)].

In addition, pursuant to DEC's present Service Regulations, if a residential dwelling
unit does not me et t h e d dik beiconsidenedbtemparary afidp e r ma n
service will be provided under a general service rate schedule. DEC proposed the
following underlined language to Section XVI(1) and (2).
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t he

[A]ldditonally, for a manufactured home to be considered permanent,
it must also be attached to a permanent foundation, connected to
permanent water and sewer facilities, labeled as a structure which
can _be used as a permanent dwelling, and under a lease
arrangement for five (5) years or longer or located on customer-
owned land. If the structure does not meet the requirements of a
permanent dwelling unit, service will be considered temporary and
provided on one of the general service rate schedules.

[MJanufactured homes which meet the requirements of a permanent
residence _under XVI above will be billed in accordance with the
applicable residential rate schedule. Nonpermanent manufactured
homes will be provided service under XVI(15) Temporary Service
below and billed in accordance with the applicable general service
rate schedule.

be higher than the charges noted above.

The Commission notes that one of the consequences of Temporary Service is that
customer must pay DECG6s actual cost

Under Section V of its Service Regulations, with regard to rights-of-way, DEC

initially proposed the addition of the following underlined language in the first paragraph:

The Customer shall at all times furnish the Company a satisfactory and
lawful right of way easement over his premises for the construction,
maintenance and operation of the Company d s Il i nes

necessary or incidental to the furnishing of service. In the absence of formal
conveyance, the Company, nevertheless, shall be vested with an easement

over Cust omer 6s premi ses authori zi

construction, maintenance and operation of its lines and apparatus for such

purpose.
On April 27, 2018, DEC filed a letter stating that it had decided to withdraw from

and

ng

consideration the second sentence proposed under Section V. The Commission accepts
D E C 6 ithdrawal of that proposed additional sentence.

No party f i | ed

t esti mony propesgdachahges go it Geb/ites

Regulations. The Commission finds and concludes that DEC's proposed amendments to
its Service Regulations are just and reasonable, serve the public interest, and should be

approved.

Companyods

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 34-35

The evidence supporting these findings of fact and conclusions is contained in the
App !l i c-4,the estimoaynadd ekhibits of thE DEC and Public

Staff witnesses, the Stipulation and the Lighting Settlement, and the entire record in this
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proceeding.

As fully discussed above, the provisions of the Stipulation are the product of the
give-and-take of settlement negotiations between DEC and the Public Staff. Comparing
the Stipulation to DEC's Application, and considering the direct testimony of the Public
Staffds witnesses, the Commi ssion notes that
downward adjustments to the costs sought to be recovered by DEC. Further, the
Commission observes that there are provisions of the Stipulation that are more important
to DEC, and, likewise, there are provisions that are more important to the Public Staff.
For example, the Public Staff was intent on obtaining a commitment from the Company
regarding vegetation management and reldgucti on
miles. Likewise, DEC was intent on holding the record of this proceeding open to allow
the Company to include the final cost amounts of the Lee CC project. Nonetheless,
working from different starting points and different perspectives, the Stipulating Parties
were able to find common ground and achieve a balanced settlement.

The result is that the Stipulation strikes a fair balance between the interests of DEC
and its customers. As discussed above, the Commission has fully evaluated the
provisions of the Stipulation and concludes, in the exercise of its independent judgment,
that the provisions of the Stipulation are just and reasonable to all parties to this
proceeding in light of the evidence presented, and serve the public interest. The
provisions of the Stipulation strike the approc
customers in receiving safe, adequate, and reliable electric service at the lowest
reasonably possible rates, and the interests
financial strength at a level that enables the Company to attract sufficient capital. Further,
the Commission finds and concludes that the revenue requirement, rate design, and the
rates that will result from the Stipuforthti on,
below on the contested issues, will provide just and reasonable rates for DEC and its
retail customers.

Therefore, the Commission approves the Stipulation in its entirety. In addition, the
Commission finds and concludes that the Stipulation is entitled to substantial weight and
consideration in the Commission's decision in this docket. Further, the Commission
concludes that the Lighting Settlement entered into by DEC with NCLM, and the Cities of
Concord, Kings Mountain, and Durham is in the public interest and should be approved
in its entirety.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 36

The evidence supporting this finding and conclusions is contained in the verified
Application and Form E-1 of DEC, the testimony and exhibits of the witnesses, and the
entire record in this proceeding.

Company witness Pirro explained that the Company proposes to increase (or
decrease) the BFC for each rate class to better reflect the underlying cost of serving
customers regardlessofthecu st omer 6 s | e v eTr. Va 19, pp.r6@, 63g Kirrou s e .
Exhibit 8 shows the Companyds proposed BFCs,
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differenceb et ween the current BFC and the costs de
service study provided by witness McManeus. Id. at 63. Specifically, DEC proposes to

increase the monthly BFC for the residential rate class, other than Schedule RT, from

$11.80 to $17.79, which reflects approximately 50% of the difference between the current

rate of $11.80 and the customer-related cost of $23.78 identified in the cost study. Id. at

60; PimroEX.8.Al t hough the Companyds analysisFGupport
to $23.78, the Company has proposed a smaller increase to moderate any effect on

low-usage customers. Id.

Sever al i ntervenors provi ded testi mony r e
increases to the BFCs. Public Staff withess Floyd testified that D E C 60 suested igcrease
is unreasonable given the impact of a large increase on low-usage customers. Tr. Vol.
23, p. 63. He notes that the BFC is an unavoidable charge and constitutes a large
percentage of the bill for low-usage residential customers. Id. Witness Floyd explained
that if DEC is granted its requested rate increase, approximately 45% of the total revenue
increase from residential customers will come solely from the increase in the BFC. Id.

Witness Floyd recommends that any increase in the residential BFC should be
limited to 25% of the approved revenue increase assigned to that customer class. Tr. Vol.
23, p.64. Under the Companyés proposed revenue in
million, this produces a BFC of approximately $15.10 for Schedule RS. Id. at 63-64.
Alternatively, withness Floyd recommended that the BFC remain unchanged in the event
the Commission ordered a decrease in the revenue requirement as a result of this
proceeding. Id. at 64.

NCSEA witness Barnes test i fdecefikedtcustamter t he C

charge increases are fiextremeodo and recommende
maintained, or, alternatively, that the customer charges only be increased by the
percentage increase in the overall revenue requirements adopted for each class. Tr. Vol.
20, p. 61. Specifically, withess Barnes testified that the increased residential BFC
proposed by the Company was higher than other utilities and is therefore inappropriate.
Id. at 66-69. Witness Barnes also argues that the proposed increases are inconsistent
with the ratemaking principle of gradualism. Id. at 70.

Witness Barnes, as well as NC Justice Center, et al. withess Wallach, also assert
that an increase in the customer charge dilutes customer incentives for distributed
generation and energy efficiency. See id. at 71-73; Tr. Vol. 8, pp. 70-76. Witness Wallach
argues that the customer charge should be con

per customero (which is $11.08/ month for res
customer-related costs should be included in the volumetric energy rate. Tr. Vol. 8, pp.
68-72.Wi t ness Wall ach also takes issue with the

analysis to determine customer-related distribution plant costs, as further discussed in
this Order in the analysis related to Finding and Conclusion No. 28. Id. at 66-67. Witness
Wal | ach argues that the fact t h-eltedtetmbedd®8F C e x
cost per residential customer indicates that a portion of demand-related distribution plant
costs are inappropriately being recovered through the current BF C .Idoat 68. Therefore,
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residential customers with low usage are subsidizing larger customers under DEC 6 s
proposed rates. Id.

NC Justice Center, et al. withess Deberry also opposed the increased residential
BFC, testifying that it will affect already cost-burdened residents who struggle to afford
housing costs. Tr. Vol. 26, p. 348. Witness Deberry explained that over half of all cost-
burdened households are renters without the ability to make investments in energy
efficiency. 1d. at 350-52. She further explained that the increased BFC would reduce
incentives from bill savings for landlords to include utility programs in their property
management, and thus the costs of an increased BFC would be passed on to customers
least able to afford it. 1d. at 354.

Similarly, NC Justice Center, et al. witness Howat testified that increasing fixed
customer charges disproportionately impacts low-volume, low-income customers and
discourages energy efficiency. Tr. Vol. 8, p. 22. Witness Howat testified that low-income
households, and particularly low-income households of color, are at a heightened risk of
loss of home energy service. Id. at 31-34.

In addition to the expert testimony of withesses Howat and Deberry, other
non-expert witnesses speaking at the public hearings testified about the hardship of
increases in fixed charges to low-income households and senior citizens.

NC Justice Center, et al. in its post-hearing Brief stated that:

It is in large part because of this disproportionate harm to those subsisting
on low and fixed incomes that the National Association of State Utility
Customer Advocates (NASUCA) is opposed to increases in mandatory,
fixed charges like the BFC in this case. NASUCA Resolution 2015-1 (NCJC
et al. Floyd Cross Exhibit 1, Ex. Vol. 23, p. 104.) The NASUCA resolution

states that i mposing a fAhigh customer char
disproportionately harms low-income, elderly, and minority ratepayers, in
addition to low-users of gas and electric utility service i n gener al . 0

The AGO stated in its brief that:

Dukeobs proposal t o i ncrease the basic mo
customers by 51% from $11.80/month to $17.79/month is extreme and

inappropriate, particularly in the circumstances of this case. The proposal

should be denied because it will discourage consumers from making

investments in energy efficient products and home improvements or from

taking other careful measures to budget their consumption, contrary to

statutory public policy goals favoring energy efficiency and energy

conservation.
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AGOO s , [proi-e2t

In his rebuttal testimony, Company witness Pirro responded to the arguments
raised by these intervenors regarding the proposed increases to the residential BFC.
First, he explained that A1 ]t 1 s I mportant t
to minimize subsidization of cust o mer s wi t hi n Trt folel9,rpa88.&Vitnedsa s s . 0
Pirro expl ai ne-elatéedhcasts aré@ anaffedted toye ahanges in customer
consumption and therefore should be paid by each participant, regardless of their
c 0 n s u mpld. Heofurthed explained that any customer-related revenue not recovered
in the BFC is shifted to energy rates, which contraryto NC JusticeCent er , et al . 0s
actually results in high usage customers subsidizing the rates of lower usage customers.
Id.

Witness Pirro disagreed with Public Staff

the BFC to recover no more than 25% of the revenue increase approved for the rate class.

Id.at 84. He explained that the Company shares
size of the increase and is sensitive to the impact of the BFC on its customers. 1d. The

Company has reflected that concern in its request to limit the increase to less than the

fully justified customer-related cost. Id. An economically efficient rate design minimizes
subsidization between customers and customer classes, and the Company has reflected

this principle in its proposal. d.Whi | e wi tness Floydoés recommend
subsidization, the Company is concerned that deferring a larger increase at this time

merely shifts the need to increase the BFC to a future rate case proceeding. Id.

Additionally, witness Pirro responded t o NCSEA witness Barnesd¢
DEC 6 BFC is higher than other utilities and is, therefore, inappropriate. Id. He explained
t hat a utilityds rates should be set based wu
utilityds cost looafion ef those costseto tlejudsdictions andl customer
classes based upon methodologies found appropriate by the Commission. Id. In this
proceeding, the Company has examined its costs and identified customer-related costs
in excess of its current BFC. Id. Other uti | i ti es ® costrelesantdio & at e s
determination of DEC 6 rates. Id.

Il n response to witnesses Barnes and Wall ac
discourages energy efficiency, Company witness Pirro countered that failing to properly
recover customer-related cost via a fixed monthly charge provides an inappropriate price
signal to customers and fails to adequately reflect cost causation. Id. at 85. Shifting
customer-related cost to the kWh energy rate further exacerbates this concern and
over-compensates energy efficiency and distributed generation for the cost avoided by
their actions. Id.

Witness Pirro also responded to NC Justice Center, et al. withesses Howat and
Deberryds testimony regarding ihcheaseddBFG@r opor t
low-income customers. Witness Pirro explained that the Company is mindful of the impact
of any rate increase on its customers, particularly low-income customers; however, the
Company does not design rates based upon customer incomes, but rather applies cost
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causation principles to the extent practicable. Id. at 85. Witness Pirro explained that the
Company uses other means to address the financial needs of low-income customers

which are more effective than biasing the

Income Qualified Energy Efficiency and Weatherization Assistance Program, budget
billing and payment arrangements, and Energy Neighbor Fund. Id. at 85-86.

At the hearing, Witness Pirro testified on redirect that the BFC increase the
Company has requested is $5.99 per month, which would equate to 19 to 20 cents per
day. Tr. Vol. 20, pp. 21-22. He also testified on redirect that, unfortunately, even though

rat e

some of DECOGs customers cannot afford such

the BFC based upon cost causation rate design principles. Id. at 22-23. Witness Pirro
explained that the Company used the concept of gradualism to effectively recover costs
as they are incurred, but determined it was appropriate to seek only half of the difference
between the current BFC charge and the fully-allocated cost of the BFC in this
proceeding. Id. Witness Pirro further explained that any costs not recovered through the
BFC are then recovered for the residential class through the energy charge, which creates
different subsidies within that class. Id. at 23.

Based upon the entire record in this proceeding, the Commission concludes that
DEC shall increase the monthly BFC for the residential rate class (Schedules RS, RT,
RE, ES, and ESA) to $14.00. The Commission finds and concludes that the increase in
the BFC for the residential rate class schedules is just and reasonable and strikes the
appropriate balance providing rates that more clearly reflect actual cost causation. The
increase in these schedules minimizes subsidization and provides more appropriate price
signals to customers in the rate class, while also moderating the impact of such increase
on low-income customers to the extent that they are high-usage customers such as those
residing in poorly insulated manufactured homes. In arriving at this decision, the
Commission gives substantial weight to the testimony of Company witness Pirro
concerning cost of service. The Commi ss
failing to properly recover customer-related cost via a fixed monthly charge provides an
inappropriate price signal to customers and fails to adequately reflect cost causation.

Further, the Commi ssion agrees with
customer-related cost to the kWh energy rate further exacerbates these concerns and
may over-compensate energy efficiency and distributed generation for the cost avoided
by their actions. However, the Commission does not find sufficient support in this
proceeding to increase the BFC to $17.79 as proposed by the Company. Rather, the
Commission in this proceeding finds, in response to parties resisting any increase in the
BFC, that the modified increase in the residential BFC is appropriate. The Commission
finds and concludes that it is just and reasonable that the BFC for other non-residential
rate schedules shall be left unchanged at this time based upon the evidence in the record.
In support of these conclusions, the Commission notes that other non-residential rate
schedules are more complex, thus allowing for the minimization of cost-subsidization
issues and ensuring greater consistency with cost causation and allocation principles. In
addition, the Commission notes that a greater amount of fixed costs in the residential rate
schedule, as opposed to non-residential rate schedules, presently are recovered through
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variable energy rates, which is inconsistent with basic cost allocation principles that fixed
costs should be recovered through fixed charges, whereas variable costs should be
recovered through variable charges. The Commission further notes that it likely will review
and evaluate several competing theories on this issue in the near future, when a docket
is created to review net metering rate schedules pursuant to the directive set forth in
House Bill 589. Finally, although the parties dispute the extent to which the residential
class should bear responsibility for fixed or demand related costs, the $14.00 charge the
Commission approves lies within the range of the charges advocated by the parties. In
its discretion, the Commission determines that $14.00 is the appropriate charge for
purposes of this case. Whi | e DEC&6s evidence would suppor
Commission determines that cost causation analyses are inherently subjective and
selecting a charge within the range advocated based on differing cost causation models
IS appropriate.

The Commission is sensitive to the impact of increasing fixed costs to any
customer and especially low-income households. Nevertheless, all customer classes and
the residential class in particular are composed of individual consumers with divergent
usage patterns and financial situations. Class rates by definition are based on averages.
Any changes in rate structure affects individual consumers differently depending on their
usage. The Commission acknowledges the testimony of witness Pirro where he explained
that the Company uses other means to address the financial needs of low-income
customers which are more effective than biasing the rate design. In its cover letter, dated
June 1, 2018, concerning the Pilot Grid Rider Agreement, the Company committed to
making a shareholder-funded contribution totaling $4 million to certain programs to help
mitigate the impact of rate adjustments on low-income customers and to support job
training. The Commission fully endorsestheCompany és desire to contril
funds to support low-income programs and concludes that the $4 million should be used
exclusively for the benefit of low-income customers through programs such as Share the
Warmth. The Commission encourages the Company, to the extent it is able, to identify
low-income customers likely to discontinue service prior to bringing their accounts up to
date, in order to provide assistance and thereby reducing uncollectible accounts.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 37

The evidence supporting this finding of fact and conclusions is contained in the
Stipulation, the C o mp a rverifted Application and Form E-1, the testimony and exhibits
of the witnesses, and the entire record in this proceeding.

The Stipulating Parties have not agreed regarding the methodology for calculating
customer usage through December 2017. While Public Staff witness Saillor generally

adopted the Companyds approach, he made cert
calculations. Tr. Vol. 19, pp. 98-99. The Company agrees with some of the modifications
proposed by witness Saillor,®* however, there are a few chang

26 For instance, witness Saillor proposed the use of weather-adjusted data instead of the actual billed
usage which the Company does not oppose. Tr. Vol. 19, p. 99.
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proposal that the Company proposes in order

footingandtoprovi de a <consi st eldtat 9%éthis cedutd tesgngonyo
witness Pirro explained that the Company proposes (a) to remove the usage adjustment
made for the test period, (b) to eliminate the use of a de-trending scheme used in the
usage adjustment for the extended period, and (c) to include the lost sales of closed
accounts in the extended period. I1d.

First, withness Saillor made a usage adjustment of 29,329,823 kWh, which was
calculated as an adjustment of the test period Y2016 to the previous year Y2015. Id.; Tr.
Vol. 26, p. 904. Witness Pirro explained that while there is a basis for adjusting the usage
in the test period (Y2016) for the usage in the extended period (Y2017) because the
Company included the extended period in its calculations, there is no basis for including
the previous year (Y2015). Tr. Vol. 19, pp. 99-100. He explained that Y2015 is not within
scope of this proceeding and requires no linkages with test period data for the purpose of
a usage adjustment. Id. at 100.

Secondly, witness Pirro explained that the Company does not agree with witness
Sai | Isage adgistment of 314,916,793 kWh for residential accounts that employs a
de-trending scheme. Id. Witness Pirro asserted that this adjustment is arbitrary and
unnecessary. Id. He explained that the regression models used to predict customers at
end of period have in effect already de-trended the per capita usage. 1d. Also, witness
Saill orbés method uses an averaging sche
and therefore the sales for which the adjustments are being calculated are not the total
sales for the period. Id. Witness Pirro explained that the Company has recomputed the
usage adjustment using the same weather adjusted series that Saillor has used but
without the de-trending. Id.

Additionally, witness Saillor extended the customer growth adjustment from the
end of the test period to November 30, 2017,t o correspond with t
to update for plant additions and related expenses through that date. Tr. Vol. 26, p. 904.
Witness Pirro explained that for the lost sales from initial accounts, witness Saillor adds
12 months of estimated sales to the new customers during the extended period (through
November 2017) to the initial estimate. Tr. Vol. 19, p. 100. However, the closed accounts
have only their test period sales removed which differs from the treatment of initial
accounts. Id. For parity, witness Pirro asserted that the entire usage of the closed
accounts from January 2016 through November 2017 should be used, and the Company
has added the wusage of closed accounts in the extended period to the
customer-by-customer adjustment. Id.

Finally, witness Pirro testified that the 12 months ended December 2017, which
includes an additional month to the original analysis which was terminated at November
2017, should be used. Id. at 101. He explained that such an analysis was provided to the
Public Staff but it did not include the modifications proposed by witness Saillor. Id. The
Company therefore submitted an updated analysis for the 12 months ended December
2017 accepting the use of weather-adjusted usage data but rejecting the items described
above and recommended that it be adopted in this proceeding and used to determine the
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growth adjustment. Id. In his supplemental testimony, witness Saillor incorporated
customer data for the month of December 2017 in his customer growth analysis. Tr. Vol.
26, p. 911.

In light of the evidence presented, the Commission finds and concludes that Public
Staff witness Saillor6 s met hodol ogy for cal cul ating
testimony, with the adjustments proposed by Company witness Pirro in his rebuttal
testimony, is just and reasonable to all of the parties and should be employed by the
Company in this case.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 38-40

The evidence supporting these findings of fact and conclusions is contained in the
C o mp a rverified Application, Form E-1, the record in Docket No. E-100, Sub 147 from
October 3, 2016, and the testimony and exhibits of the following expert withnesses: DEC
witnesses Schneider, McManeus and Pirro; Public Staff withnesses Floyd, McCullar and
Maness; EDF witness Alvarez; and NCSEA withess Murray.

Proceedings in Docket No. E-100, Sub 147

By Orders dated April 11, 2012, and May 6, 2013, in Docket No. E-100, Sub 126,
the Commission adopted rules requiring electric utilities, that file integrated resource
plans(IRPs),t o i ncl ude in their | RPs informat:.i
would impact the utilities' resource needs. In addition, the Commission established a new
requirement, Rule R8-60.1, for the electric utilities to file smart grid technology plans
(SGTPs) every two years, with updates in the intervening years. The initial SGTPs were
filed by the electric utilities on October 1, 2014.

On October 3, 2016, DEC and Duke Energy Progress, LLC (DEP) filed their
SGTPs in Docket No. E-100, Sub 147 (SGTP Docket). Dominion Energy North Carolina
(DENC) had previously filed its SGTP. Subsequently, comments were filed by the Public
Staff, NCSEA and EDF. In addition, reply comments were filed by DENC, and jointly by
DEP and DEC.

In summary, DEC's 2016 SGTP identified 14 smart grid technology projects that it
was in the process of implementing, or was planning to implement in the next five years.
Two such projects are AMI Phase 2 and AMI Expansion 2015. With regard to AMI Phase
2, DEC explained that it initiated a limited-scale project in 2013 leveraging grant funds
from the U.S. Department of Energy (DOE) to deploy AMI in North Carolina and South
Carolina. Phase 2 of the project replaced aging Advanced Meter Reading (AMR) meters
with AMI. Phase 2 was completed in the first quarter of 2015. Including the meters
previously installed in Phase 1, the project has installed about 313,500 AMI meters in
North Carolina.

With respect to AMI Expansion 2015, DEC stated that it pursued a limited-scope
AMI project to install approximately 181,000 AMI meters to serve residential customers
in the Charlotte Metro area, and that the project was completed in July 2016.
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DEC further stated that as of September 2016, it had cumulatively installed
527,391 AMI meters, an increase of approximately 252,260 AMI meters since its 2014
SGTP. DEC also identified four smart grid technologies actively under consideration:
(1) AMI deployment; (2) usage alerts; (3) outage notifications; and (4) Pick Your Own Due
Date. With respect to AMI deployment, DEC stated that in 2016 it began evaluating the
case for continuing with incremental AMI deployments at about 150,000 per year, or
moving forward with a project to replace all remaining AMR meters with AMI.

On March 29, 2017, the Commission issued an Order Accepting Smart Grid
Technology Plans (SGTP Order) in Docket No. E-100, Sub 147. The SGTP Order
reviewed and accepted the 2016 SGTPs filed by DEC, DEP and DENC.

On May 5, 2017, DEC and DEP filed supplemental informationreg ar di n g
and DEROSIGTPs. In summary, DEC advised the Commission that in late 2016 it
decided to begin a full scale deployment of AMI in North Carolina, that it began
implementing that decision in early 2017, and that it expected to complete its AMI
deployment in North Carolina in 2019. DEC attached a cost-benefit analysis and other
information regarding its decision to deploy AMI. The cost-benefit analysis concluded that
DEC's AMI deployment would result in net benefits having a present value of
$117.1 million. Supplemental Filing, Exhibit No. 2. The largest category of benefits
included in the analysis is entitled, fi N etechnical line loss reduction - power theft,

DECO s

equi pment failures and installation errorso (

on Exhibit No. 2, and totals $634.8 million.

On August 21, 2017, the Commission issued an Order Requiring Smart Meter Plan
Presentation by Duke Energy Carolinas, LLC (SGTP Presentation Order). The Order
scheduled a presentation on AMI by DEC, and included several questions to be answered
by DEC regarding its decision to deploy AMI. Subsequently, in response to question
number 2 included in the Commission's SGTP Presentation Order, DEC stated that the
$634.8 million of NLLR included in its cost-benefit analysis was based on a 2008 report
by the Electric Power Research Institute (EPRI). The EPRI report noted that industry
experts project that a reasonable percentage for non-technical losses is 2% of gross
revenue. DEC stated that it used this 2% of revenue approach to calculate the NLLR in
its AMI cost-benefit analysis. Further, during the SGTP presentation by DEC on October
10, 2017, witness Schnei der -benefdanalysis thehcasts
of the AMI deployment would outweigh the benefits until 2025.

On October 2, 2017, DEC and DEP filed their SGTP update reports (SGTP
Updates) in Docket No. E-100, Sub 147. In DEC's SGTP Update, on pages 6-8, DEC
provided the information regarding its AMI deployment. In summary, DEC stated that
through August 2017 it had installed approximately 850,000 AMI meters in North Carolina,
and planned to install an additional 1.1 million AMI meters through 2019. Further, DEC
stated that it would remove and replace approximately 1.32 million AMR meters from
2017 through 2019. DEC further stated that its AMR meters had an estimated salvage
value of $1.37 million, and an estimated remaining net book value of $127.66 million, as
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of March 31, 2017. In Exhibit A, Appendix C, DEC provided its AMI cost-benefit analysis,
which was the same analysis that DEC filed as a part of its supplemental information filing
on May 5, 2017.

On November 20, 2017, the Commission issued an Order Requiring Additional
Information (Additional Information Order) requesting that DEC respond to several
guestions about its AMI deployment. In addition, the Commission requested that DEC
providearevisedcost-benef it analysis that i ncththoudamdl (1) L
lost revenue data for NLLR that DEC has experienced in North Carolina, rather than using
the EPRI 2% of revenue calculation, and (2) the cost of replacing AMI meters at the end
of their 15-year useful life.

On December 15, 2017, DEC filed its responses, including its revised cost-benefit
analysis as Exhibit No. 2. The largest category of benefits included in the analysis
conti nued -tecbnicél kne I6sH eduction - power theft, equipment failures and
installation errors. 0 NMbRwenef went downdromadssd.8 nt of
million to $448.8 million. In addition, the revised cost-benefit analysis, which included the
cost of replacing AMI meters at the end of their 15-year useful life, showed that AMI
deployment would result in net costs having a present value of $49.9 million.

Summary of AMI Testimony

DECwi tness Schneider described the Company
meters with AMI meters i often referred to a s fi s ma ri tthat hav¢ advaasced
features, including the capability for two-way communications, interval usage
measurement, tamper detection, voltage and reactive power measurement, and net
metering capability. Tr. Vol. 18, p. 322. He testified that DEC began the deployment of
AMI meters in 2016, and estimates completing implementation in mid-2019. Id. at 323. In
2016, the Company spent $73.9 million on new AMI meters across the system in North
and South Carolina. Id. at 326. Witness Schneidere x pl ai ned t hat the Cor
project is not a -dstimpared meitlelr ichalhgeéeayadvanc
communication network, and central computer systems, and that AMI is a foundational
investment for DEC that will enable additional customer choice, convenience and control.
Id. at 322-33.

Public Staff witness FI oy-tienditranatysiscargailgd t he
that the Company 0bkased anppeMltbéesd abbeneftiyt t o reduce
revenue losses related to meter tampering was based on an outdated EPRI study and
was likely overstated. Tr. Vol. 23, p. 87. In addition, witness Floyd questioned whether
the Company will immediately maximize the benefits available to customers from AMI.

Id. at 89. He stated, for example, that customers who receive more detailed usage data
from AMI should be able to use this data to save on power bills. Id. According to witness
Floyd, customers will not be able to do so unless the Company provides new and
innovative rate designs, such as TOU rate structures and new payment options, including
prepay. Id. at 89-90. Witness Floyd also testified regarding customers who opt-out of
having an AMI meter installed. 1d. at 90-91. DEC has filed for approval of a Rider MRM in
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Docket No. E-7, Sub 1115, which would allow customers who desire to opt-out to pay a

monthly fee to have a fully manual meter. Id. at 90. Witness Floyd acknowledged that if a
significant number of customers opt-out of having an AMI meter, the benefits of AMI
deployment will be diminished. Id. The Publ i c Staff, therefore,
request for Rider MRM, and encourages the Commission to approve that rider as part of

this rate case. Id. at 91.

Public Staff witness Maness <criticized the
remaining book value of replaced AMR meters over three years, the expected deployment
period for the AMI program. Tr. Vol. 22, p. 103. Witness Maness testified that the meters
being replaced have an average remaining useful life of 15.4 years, and that period should

be wused in the Companyds deprelerataltthree-pearst udy
period. Id. at 104. Public Staff witness McCullar testified that the Public Staff used the
15.4 year remaining useful |ife in devehoping

rates. Tr. Vol. 26, p. 788. Witness McCullar also testified that DEC should use a 17-year
average service life for AMI meters as opposed to the 15 years that the Company has
proposed. Id. at 787.

Other than these concerns, however, the Public Staff statedt h a t it he Comp:
has made a reasonable assessment of the costs and benefits associated with its
proposed deploymento f A MI . 6 Tr . Th¥ Bublic St&figes ot objext2a the
inclusion of the Companydés AMUOInthismtedd. at9Bcurr ed

EDF witness Alvarez al so t est ibénefeahalysioncer ni
for AMI. Tr. Vol. 26, pp. 311-13. Witness Alvarez recommended that stakeholders be
all owed the opportunity to conduct a-betditt ai | ed
analysis for its AMI program as part of a distinct grid modernization docket. 1d. at 312.

NCSEA witness Murray also recommended thatthe Co mpany i mpl ement a
your own deviceo offering that allows cust ome
directly to the Compessreydsusaydhfornmmadgod.iTroVok 26, ac c
p. 401.

Company witness Schneider testified in response to these arguments. First, he
responded to the Public /By as$ beéeaisapalysistTr.&/ol.s m o f
18, pp. 331-32. He explained that the Company based its reduction in revenue erosion
from meter tampering on a 2008 EPRI study because analyzing non-technical loss is
significantly complex and it would not be possible to use the actual historical kilowatt-hour
and lost revenue data for energy theft that DEC has experienced. Id. at 332. In response
to criticism that the Company will not maximize benefit to customers, withess Schneider
explained that DEC has already implemented two new programs for DEC customers with
smart meters, Pick Your Due Date and Usage Alerts. Id. at 334-35. He also explained
that the Company plans to offer more innovative rate designs to complement AMI in the
future, as detailed by Company witness Pirro. Witness Schneider also explained that all
customers receiving smart meters under the AMI project will receive benefit from remote
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meter reading and mass meter interrogation capabilities, which allow the Company to
quickly assess outages and restore power more efficiently. Id. at 335-37.

Witness Schneider testified that DEC agrees that customers should have the
choice to opt-out of the AMI meter through a cost-based tariff. Id. at 337. The Company
agrees with the Public Staff that the Commission should approve the opt-out program as
filed, and respectfully requests approval by the Commission soon. Id. At the hearing in
response to questioning by Commissioner Gray, withess Schneider explained that when
a customer expresses concern with the new AMI meters, the Company attempts to
address those concerns, and if the customer is adamant about not wanting a new meter,
the customer is added to a bypass list. Tr. Vol. 18, p. 415. Currently, there are
approximately 4,000 people on the bypass list, which equates to 0.3% of DEC's North
Carolina customers. Id. at 415-16.

Witness Schneider also addresse d wi t ness McCul | ar 6s
17-year average service life for AMI meters be used as opposed to the 15 years that the

recon

Company has proposed. Tr.Vol. 18,p.338. Wi t ness Schneider testifi.

pace of technology advancement, the trend across the industry is shorter depreciation
schedules from a regulatory and accounting perspective, as systems such as AMI are
more computer and |ldsae33&39.rHe also note@ that the Commissions in
Indiana, Kentucky, Ohio and Florida all utilize 15-year depreciation lives for the Duke
Energy AMI meters deployed in those jurisdictions. Id. at 339.

Additionally, wi t ness Schneider responded to witnes
CompanyGbse ncedfsitt anal ysi s. He expl ai-beaefit t hat
anal ysi s wa ss SGGTP oa @ctoben2, ZDE/GroDocket No. E-100, Sub 147.27
Id.at339.il n past SGTP docket s, the Company has d
di fferent defidbrerinefon® amahay8cest and there is

every project related to smart grid technologies follows in completing the evaluation and

analysis for determining the businesscase f or a s pecild. Instead, manynno | o0 g )

di fferent factors go into the Coeclpnalogyad a

deci s

specific time. Id. Withess Schnei der explained that ADE Car

Commi ssionds existing SGTP, ratemaking,
for stakeholder engagement and comment in the development and approval of such
programs to maximize customer benefits. &d. at 340. Moreover, witness Schneider
rejected witness Alvarezdés recommendat.
stating that A[t] he Commi ssion already
intervenor investigation and comment, and ultimately accept, modify or reject the
Companyds SGTP and those of the other
project will be subject to the existing robust and transp ar e n t rat e d¢daas
342.

27 The Commission has taken judicial notice of all filings in Docket No. E-100, Sub 147. Tr. Vol. 18, p.
402.
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Finally, witness Schneider testified i n opposition to

wi t

n ¢

recommendation regarwodiumg otwme dfele.iac ¥8&44.0Hef er i ng

explained that smart meter to HAN connections combine two separate security risks. Id.
at 343. First, the current lack of security within internet devices, gateways and
applications, and second, external connections to critical infrastructure. 1d. For both
topics, Duke Energy is deliberately and carefully evaluating the associated risk to the
reliability of the power grid. 1d. The Company is considering: (1) research conducted by
third parties; (2) compliance with National Institute of Standards and Technology (NIST)
based security standards that federal and state commissions have encouraged the
Company to adopt; and (3) alignment with recently released security principles related to
both topics provided by the Department of Homeland Security (DHS), National Security
Agency (NSA) and the Department of Energy (DOE). Id. Cyber security threats are of the

utmost concern to the Company and therefore, DEC does not support t

deviceo r e ¢ 0 mmvatmedsa Murrayn at thig time. Id. Furthermore, on
cross-examination by counsel for EDF at the hearing, witness Schneider supported the

h

Companybs position on HANheo@Gompanypads, cgbat.i
experts have fAgrave concerno about alnly®dwi ng

critical grid structure. Id. at 357.

Witness Schneider explained that a seconda

own devi c escsuppoft dnd upgradgability. Id. at 343. At this time, if a customer
buys a device not known to the Company, DEC would not be able to provide support to
the customer if that device fails or is not able to connect to the meter. Id. at 343-44. If a
new security release is made available the Company may push that to the meter. Id. at
344. The Company would be unable to ensure that a new version that was pushed to the
meter is compatible with all of the devices that a customer may have purchased. Id.
Customer satisfaction would be impacted along with a large increase in call volumes. Id.
Therefore, withess Schneider testifiedthatt he Company does not

suppor

own devicedo recommendation by sahtamemsareMur r ay

addressed. Id.

Summary of Post-Hearing Briefs

In its post-hearing Brief, EDF r ec ommends t hat t he Commi

request for cost recovery for AMI meters, and require DEC to establish a regulatory asset
for these costs until DEC can demonstrate cost-effectiveness of its AMI deployment. EDF
states that customer data access is foundational to realizing the benefits of AMI meters
and requests that the Commission require DEC to implement the data access
recommendations of NCSEA witness Murray. EDF summarizes witness Murray's
recommendations regarding access to usage data, and states that AMI meters will not be
used and useful unless DEC i mplements wi

tnes

EDF al so cites Public Staff wicbttaffsssupporE|l oy d
of DEC6s AMI cost recovery is conditioned o

applications that provide more granular and timely data to allow customers greater insight
and cont r o | over their act ual EDFscanterds that Withess
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Murrayodés recommendations would fulfill this re
savings from full access to their usage data are quantifiable, and cites DEC witness
Schneider6s testimony that DEu kcpu albrt e if g yed@s t A
deployments in Indiana and Kentucky.

Il n addition, EDF di scusses DECG6s pilot pro

energy usage data from the Zigbee radio in th
data, via theewiltstemsetém, hbo the customerds c
EDF criticized the fact that DEC will not provide similar data access to third parties or
allow customers to purchase their own home energy monitors and synch them up with
the AMI meter, statingt hat thi s pil ot program violates th
service regulations, t hat DEC6s electric ser

discriminates by restricting customers to the use of a utility device in order to access their

own data. EDF maintains that the Commission should require DEC to implement robust

data access now, before DEC receives cost recovery for AMI meters. EDF, therefore,
recommends that the Commission reject DECG6s r
to establish a regulatory asset for AMI costs until DEC implements witness Murray's
recommendations.

NCLM, in its post-hearing Brief, cites witness Coughland somparison of the
time-of-use options offered by DEC and DEP as demonstrating the greater time-of-use
offerings that DEP has without fully implementing AMI technologies and Power/Forward.
In addition, NCLM cites Public Staff witness Floydd soncern that DEC will notimmediately
maximize the benefits available to customers of AMI, and his testimony that:

[ijt will be incumbent upon DEC to maximize the benefits not only by
eliminating or reducing expenses to provide utility service or NTLs, but also
by providing new opportunities for customers to use both AMI meters and
CCP so that they see a real benefit on their bills. Customers who are more
aware of their energy use should be empowered to make more informed
choices on how they use and pay for energy.

Tr. Vol. 23, p. 89.

NCLM states that complete deployment of AMI is not necessary for DEC to have
discussions and receive input from customers on how to develop new rate designs, or to
provide additional information to its current OPT-V customers. Moreover, NCLM contends
that DEC should be required to increase its reporting on AMI and Customer Connect in
order to provide more accountability. NCLM submits that the Commission should order
DEC to provide its current time-of-use customers with additional information to maximize
the benefits of load shifting, to develop proposals for new and innovative time-of-use and
critical peak pricing rate designs and prepayment options before the next rate case, and
to provide regular updates to the Commission about its progress in developing and
deploying new rate designs.
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In its post-hearing Comments, the City of Durham contends that ratepayers
currently gain no benefits from AMI meters bey
and useful AMR meters. Durham joins with NCLM in its request that the Commission
order DEC to develop proposals for new and innovative time-of-use and critical peak
pricing rate designs as soon as possible. Finally, Durham expresses concerns about the
privacy implications of AMI two-way communications, and requests that the Commission
consider ordering a study to be conducted on this issue.

Discussion and Conclusions

In the present docket, as part of DEC's general rate case application, DEC seeks to
recover $90.9 million for AMI deployment in North Carolina from January through
November2017.i The requested i ncreaAMinthiacaseecudasues r e
a total of $11.2 million for return and depreciaton r el at ed t o Tt.Na.§, i nves
pp. 254-55. In addition, DEC requests authority to establish a regulatory asset account.
The depreciation study recovers the remaining book value of these assets over 3 years;
however, as the individual meters are replaced, DEC needs to move the retired meter
balance into a regulatory asset account until the asset is fully depreciated. Id.

A. Reasonableness of AMI Costs

DEC witness McManeus testified regarding the costs of DEC's AMI deployment.
Tr. Vol. 6, pp. 254-55. Further, in the SGTP Docket and the present docket, DEC has
provided extensive information about its purchases of AMI meters and its costs of
installing them. For example, the cost-benefit analyses include columns showing the
capital and O&M costs of the AMI project. In addition,on Mar ch 226, tZh(®el1 &,equ e
of the Commé sBubhic Stafédftéhiadd b emtclbgptdeedd s hee
provided by REQGo m rPaubgamrs St aff data request.
the total cami tAAMlI @aootgrafmsDEG r ough September
with $26.85 million having been provided by t

The Commission gives substantial weight to the above testimony and documentary
evidence. Il n addition, no party has questione
In State ex rel. Utils. Comm'n v. Intervenor Residents, 305 N.C. 62, 75-77, 286 S.E.2d
770, 778-79 (1982), the North Carolina Supreme Court held that the uncontested
evidence of a public utility regarding the reasonableness of its costs can be accepted by
the Commi ssion as satisfying the utilityds bur
As a result, the Commission finds and concludes that DEC has met its burden of showing
that its AMI costs were reasonable. Public Staff witness Floyd testified:

Except for the <concerns I h a vbenefir ai s e d co
analysis, | believe the Company has made a reasonable assessment of the

costs and benefits associated with its pro
not object to inclusion of the Companyds .

included in this filing.
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Tr. Vol. 23, pp. 92-93. Therefore, the Commission authorizes recovery on the merits on
the basis of these uncontested recommendations.

As described above in the details of the SGTP Docket, DEC has followed a studied
and deliberate plan for installing AMI, including the A M1 Phase 1 and Phase
and t he AMI EypanpWictom rR2édédbr d t o AMI Phase 1 ar
that 1t initiated the project in 2013. Lever ac
AMR wi th AMI i n North Carolina and South Caro
guarter ofi Rdd1l1bhe bronagl of install ed AMI me t
Carolinas AMI DECpansion 2015, sRE@ep AM3 ued oq etk
install approximately 181,000 AMI meters to s
Metro ar ea.ctThwats pcroompl et ed Siept @mby DEED®GAEJdAS ¢
cumul ativebhbhob 3 tad1l eAMAf tmert egabet kqtoiwdledge
about AMI provided by the install BECimadeaof mor
decision in late 2016 to begin full scale deployment of AMI in North Carolina, and began
implementing that decision in early 2017.

The Commi ssion gives substantiAMliisamewght t o
technology. Maintaining adequate and reliable electric service includes staying abreast
of the latest developments in equipment and technology. Indeed, advances in technology
can provide efficiencies and other benefits that justify retiring present equipment. Af t er
having depl oyed-bAMi ojoenc ta lpawijserckor i sewasal ens
and prudent for DEC to use that experience to

In DEC's Supplemental Filing in the SGTP Docket, DEC discussed the possibility of
additional customer services to be provided by AMI.

[A]JMI is the foundational investment that will enable enhanced customer
solutions T giving customers greater control, convenience and choice over
their energy usage, while also giving customers the opportunity to budget,
save time and money. AMI technology allows a utility to gather more granular
usage data and utilize new capabilities to offer new programs and services
to customers that are not achievable through existing meters. The AMI
technology will pave the way for programs that will allow customers to stay
better informed during outages, control their due dates, avoid deposits, to be
reconnected faster, and to better understand and take control of their energy
usage, and ultimately, their bills. Over time, the Company also expects AMI
meters to contribute to cost reductions from reduced truck rolls in the years
after deployments.

Supplemental Filing, p. 1.
Il n addition, during redirect examination by

[tlhere is a lot of additional customer programs and benefits that the AMI, as
a foundation, enables that, again, we di dnt¢
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ourcost-benef it mo d e | because they just wereno
know what the costs were in each of those cases, you know, will be on their

own. So in general, with a positive business case, and plus the fact that we

know there is additional customer products and services that this solution can

enable, the Company has made a decision that this is a viable project that

we want to move forward with.

Tr. Vol. 18, pp. 413-14.

The Commi ssion gives substantial weight to
current and futur e, identified by DEC are sub
DEC to rely on these AMI benefits in deciding

However, the Commission also agrees with NCLM, EDF and others that DEC
should be required to follow through on designing and proposing new rate structures that
will capture the full benefits of AMI. Therefore, the Commission finds and concludes that
DEC should within six months of the date of this Order file in this docket the details of
proposed new time-of-use, peak pricing, and other dynamic rate structures that will,
among other things, allow ratepayers in all customer classes to use the information
provided by AMI to reduce their peak time usage and to save energy. The Commi Ssi 0N
goal is to require DEC to develop rate structures now that will enable DEC to deliver on
its promi se tddtohal customer prodacts and Services that this solution
[ AMI'] camoehalbleeot han DEC6s next gener al rate
hereby gives DEC notice that DEC6s success, {
structures that enable AMI energy usage benefits will be one of the factors used by the
Commi ssion in determining the prudence and r e;
deploying AMI following the present rate case. In addition, as discussed subsequently
herein, the Commission has directed DEC to continue working with the Public Staff, EDF
and other interested parties to develop guidelines for access to customer usage data.

As noted above, the two cost-benefit analyses produced mixed results regarding
the net present value of the costs and benefits of AMI. As a result, the Commission finds
that the results of these analyses are not helpful in determining the benefits to be derived
from AMI. Therefore, the Commission gives little weight to the conclusions of the
cost-benefit analyses as to the net present value of AMI benefits and costs.

No party provided substantial evidence of a lack of prudence by DEC in its decision
to deploy AMI. Al though the Public Staff and E
cost-benefit analyses, they offered no concrete or probative evidence as to why the costs
should not be recovered or a lack of reasonable decision making by DEC. Indeed, the
Public Staff concluded that DEC made a reasonable assessment of AMI and, therefore,
the Public Staff did not objecttoDEC 06 s r e di®AMéaosts. o f

Basedont he substanti al® epvri-tdypencotpleefl oPEE@ Nt of /
for sever al year s, and the <current and futu
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Commi ssion concludes that a prepondé&rdaaacies iodn f
in earl yu20y7depl oy AMI was a prudent decisio

B. Appropriate Remaining Useful Life for AMR Meters

DECO6s 2017 S GHbowed g thearénginiisg net book value of its AMR
meters was an estimated $127.66 million as of March 31, 2017. However, in the SGTP
presentation witness Schneider testified that DEC would receive tax benefits that would
reduce the lost book value to approximately $85 million. SGTP Presentation. DEC
proposes in its depreciation study to recover the remaining net book value of the AMR
meters over three years. Public Staff withess Maness does not oppose the establishment
of a regulatory asset account to track the retirement and remaining depreciation of the
replaced meters, but he opposes customers being charged the entire cost over 3 years.
Public Staff witness Maness testified that DEC's existing AMR meters have an average
remaining useful life of 15.4 years, and that 15.4 years should be used as the remaining
useful life when developing depreciation rates.

DECOGs depl oy me nrs was & reasdvi&ble anel pradent decision that
helped DEC and its ratepayers capture the benefits of new metering technology at that
ti me. Li kewise, the Commi ssion has deter mined
a reasonable and prudent decision. Further, the Commission gives significant weight to
the Public Staffds position that DEC shoul d
value of is AMR meters, but that the remaining useful life should be for 15 years, rather
than the three years as requested by DEC.

Wi t h r egar decdanmendatDrir  splace AMI in a new docket, the
Commission concludes that the current SGTP docket is the appropriate docket in which
to obtain information and review the el ect r i ¢ AMU plang. iMoreoses, 6the
Commission finds and concludes that the potential benefits and risksof t he HAbr i ng
own devicedo program adyvoc a tcante shugied AnG @Eussedvi t ne s ¢
in the meetings ordered in Docket No. E-100, Sub 147 regarding access to customer
usage data.

I n summary, the Commission f i rudsstorgcoverd c aus

its AMI costs. Further, the Commission finds good cause to require DEC to within six
months of the date of this Order file proposed new time-of-use, peak pricing, and other
dynamic rate structures that will, among other things, allow ratepayers in all customer
classes to use the information provided by AMI to reduce their peak time usage and to
save energy. Finally, the Commission finds and concludes that DEC may establish a
regulatory asset to track the retirement and remaining depreciation of AMR meters, but
DEC shall use a 15-year remaining useful life in its depreciation study.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 41

The evidence supporting this finding of fact and conclusions is contained in the
Stipulation, the C o mp a rvgrifiesl Application and Form E-1, Docket No. E-100, Sub
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147, the testimony of DEC witness Hunsicker, EDF witness Alvarez, and NCSEA witness
Murray, and the entire record in this proceeding.

NCSEA witness Murray testified that DEC should provide customer usage data
information, recorded by AMI, to customers and authorized third parties; provide historic
use and current rate data to customers and authorized third parties in machine readable
(xml) format; and establish a customer authorization process. Tr. Vol. 26, pp. 400-02.
Both witness Murray and EDF witness Alvarez recommended that the Commission
consider providing the energy usage data to customers and third parties through Green
Button Connect My Data (GBC), a nationally standardized and automated method. I1d. at
326-27, 412. According to witness Murray, a principal advantage of GBC is that
consumers can automatically transmit data to third parties without having to purchase
additional metering equipment for their home or building. Id. at 412.

In her rebuttal testimony, Company witness Hunsicker testified that DEC agrees
with and defers to Public Staff witness FIl oyd:¢
customer data and adhere to the Code of Conduct as it relates to the sharing of customer
information. Tr. Vol. 18, p. 278. Witness Hunsicker further testified that providing third
parties with access to consumption and load profile, which witness Murray recommends,
would violate the prohibition against disclosing customer information to third parties. 1d.
According to witness Hunsicker, customers already have access to historic usage data in
the form of bills and via the Companyds exter
assesst he possibility of providing usage i nfor meé
Buttono pd Atdghe bearmg, withess Hunsicker opined that customers have a
basic right to access their usage data, but explained that the Company compiles the data
and analyzes it using Company software, which creates a co-ownership of the data. Id.
at 310. Witness Hunsicker further testified that the Company takes no issue with providing
the capability for third party access to customer data, provided the following requirements
are met: (1) the costs for the platform are borne by the participating customers; (2) the
i mpl ementation of the platform has no i mpact
(3) the appropriate customer and regulatory consents are complied with, including the
Code of Conduct; and (4) the ongoing monitoring of the additional platform does not
become disruptive of t held@to289e380n Holvever,dviinessy o per
Hunsicker expressed particular concerns with providing data directly to third parties via
an automated process due to the possibility of physical security risks resulting from
increased third-party access to customer usage data and the potential for third parties to
create customer confusion and possibly misrepresent their affiliation with the Company.
Id. Witness Hunsicker stated that the Company looks forward to discussing these issues
in more detail in the meeting to discuss guidelines for access to customer usage data, as
directed by the Commission in its March 7, 2018 Smart Grid Technology Plan Update
Order in Docket No. E-100, Sub 147. Id.

The Commission appreciates the recommendation of NCSEA and EDF regarding
the collection and dissemination of customer usage data. However, the Commission is
not persuaded that this is the time or the proceeding in which to impose such
requirements on the Company. As witness Hunsicker testified, the Commission and
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interested parties are addressing issues regarding access to customer usage data in

Docket No. E-100, Sub 147. In that docket, on March 7, 2018, the Commission issued

an order on DEC6s and DEPO6s (collectively, DL
(SGTP) Updates that included the following directive on access to customer data:

[T]herefore, the Commission finds good cause to direct that Duke convene
and facilitate discussions with NCSEA, the Public Staff, and other interested
parties on this topic, with the goal of reaching agreement on all aspects, or
as many aspects as possible, of the rule proposed by NCSEA. In addition,
the Commission requests that the discussions include the Green Button
Connect My Data system for data access. The Commission further directs
that Duke provide the Commission a report detailing the discussions,
agreements reached on particular points, points on which agreement has not
been reached, and the barriers to agreement on remaining points, as well as
the parties' plans for further discussions. The report shall be filed in Docket
No. E-100, Sub 147 no later than 30 days after the first meeting of the
stakeholder group. Further, the Commission directs Duke to reflect the
results of these discussions in its 2018 SGTP reports.

2017 SGTP Order, at 10.

As a result, the Commission declines to adopt NCSEA6 e nd EDF&és propos
this time.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 42-44

The evidence supporting these findings of fact and conclusions of law is found in
the Application, the Stipulation, and the entire record in this proceeding, particularly the
testimony and exhibits of the following expert witnesses: DEC witnesses Fountain,
McManeus, and Simpson, Public Staff withesses McLawhorn, Williamson, Parcell, and
Maness; Commercial Group witnesses Chriss and Rosa, CIGFUR Il witness Phillips,
Kroger witness Higgins, EDF witness Alvarez, NCSEA witnesses Barnes and Golin,
Tech Customers witness Strunk; and CUCA witnessOd Donne | |

The expert witness testimony and exhibits regarding D u k eRower Forward
Carolinas initiative (Power Forward)and DECO6s request for speci al
of Power Forward costs is voluminous. The Commission has carefully considered all of
the evidence and the record as a whole. However, the Commission has not attempted to
recount every statement of every witness. Rather, this Order provides a thorough
summary of the evidence.

Likewise, the Commissionhas read and fully cohmearingder ed -
briefs. However, the Commission has not in this Order expressly addressed every
contention advanced or authority cited in the briefs, almost all of which address
Power Forward or the Grid Rider in some fashion. Based upon the evidence and reasons
addressed bel ow, the Commi ssion determines tfF
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Rider or, in the alternative, to allow deferral accounting of Power Forward costs through
the establishment of a regulatory asset, should be denied.

Summary of the Evidence

DEC6s direct testimony

Company witness Fountain testified that Power Forward is Du k e 6 s -bregc a d e
$13-billion grid modernization plan for Duke Energy Progress, LLC (DEP), and DEC, in
each of their respective North Carolina service territories. Of the $13 billion in total
Power Forward spend by DEC and DEP on Power Forward programs, DEC plans to
spend $7.7 billion, including $2.9 billion in capital and $130 million in operations and
maintenance (O&M) expense during the first five years. Witness Fountain testified that
the purpose of Power Forward is to improve the performance and capacity of the grid,
thereby making it smarter, more resilient, and better able to provide benefits to customers.

DEC Witness Simpson described generally the programs comprising Power
Forward, including (1) targeted undergrounding, (2) distribution system hardening and
resiliency, (3) self-optimizing grid technology, (4) transmission system improvements, (5)
Advanced Metering Infrastructure (AMI)28, (6) communication network upgrades, and (7)
advanced enterprise systems. According to witness Simpson, these programs will
primarily focus on projects that accomplish the following goals: improve the reliability and
hardiness of the system while making it smarter, build a foundation for customer-focused
innovation and new technologies, comply with prescriptive federal transmission reliability
and security standards, address maintenance requirements for aging assets, further
integrate and optimize intermittent distributed renewable energy generation, and address
physical and cyber security, worsening weather, customer disruption, and wear and tear
on equipment.

Power Forward investments are planned to supplement customary spend on the
transmission and distribution (T&D) grid. To pay for Power Forward programs, DEC
proposes that the Commission establish a Grid Reliability and Resiliency Rider

(GridRi d e rmore tlaselyfa | i g[Rowér Forward]i nvest ments é with th
of recovery forthesei nvest ments. o Tr. Vol . 6, p. 193. Ac
Grid Rider Awould be reset annually ba®red on .

under-r e ¢ o vld. Twningto the mechanics of the Grid Rider, witness Fountain testified

that an annual rider proceeding would be held, atwhichDEC fAwoul d provide t |
projects that would be reviewed and approved and the scope of work and things like that. 0

Tr. Vol. 9, p. 78.

On cross-examination, witness Fountain testified that DEC did not initially submit
direct testimony regarding the rate impact of the proposed Grid Rider, although he later
testified that the net average retail impact would involve a 16% rate increase over the

28 Although AMI is a Power Forward program, Company witness Simpson testified on rebuttal that DEC
is not proposing to recover AMI-related costs through the Grid Rider.
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10-year Power Forward plan. He also testified that DEC plans to invest in Power Forward
programs regardless of whether the Grid Rider is approved, but that such investments
would likely happen more slowly if the Grid Rider is not approved. Witness Fountain

conceded that electricity demand growth is <cur
Tr. Vol. 6, p. 432. Witness Fountain also admitted that Power Forward is part of Duke
Energyds corpor at guotediha Rukeinvesttrendad ngadiiveal | |, i

4 to 6 percent .aat A34.nHesackmpwledget thatoDuke Energy
represented to its investors that it would pursue distribution infrastructure riders to

enhance investment returns, and that the addition of new riders to the ratemaking

regul atory framewor k rifPower Forivad] idvesimentsoin ways ¢hato v e

are good for customers as wellashelpdr i ve sharehol der value. o T
further conceded that DEC already has made a number of investments without the aid of

a rider, Il ncluding to transition DECO6s grAMR from
meters.

Company witness McManeus testified that the Grid Rider would allow DEC to
recover Power Forward costs on an annual basis after projects are deployed and closed
to plant in service, as opposed to the traditional method of recovering costs through a
general rate case. She testified that the Grid Rider would help to avoid some dilution of
cash flow and earnings, which could slow the pace of the planned investments. The Grid
Rider would be set based on fAa,prcomjmbdtniean wa ft
tueeup or fAExXperience Modificati onTrNa.6p.&7l0 ( EMF)
The Grid Rider would supplement rate changes implemented in general rate cases, with
amounts not recovered through the Grid Rider to be included in base rates during the
next rate case proceeding. Witness McManeus filed a late-filed exhibit on April 19, 2018,
indicating that DEC is seeking to recover $35.2 million through the Grid Rider for 2018
Power Forward spending. Witness McManeus also requested that, in the event that the
Commission does not approve the Grid Rider, a regulatory asset be established to defer
Power Forward costs for future recovery in a general rate case.

In rebuttal testimony, witness McManeus acknowledged that the Grid Rider would

resutinfan annudalat émmpmeedingd | i mited in scope to ¢
connection with Power Forward. Id. at 333. She further testified that the Commission
could take action if, as a result of t he Gric

grew such that they are no longer just or reasonable. Therefore, she testified, the

GridRi der woul d not Adefinitively ctreaocwed¢rnl e¢daren
Id. at 334. On cross-examination, witness McManeus acknowledged a number of times

that the Grid Rider would pass only costs on to ratepayers, but would not account for cost

savings resulting from improvements to the grid. She explainedthatit he r eason t ha
Company requests a rider is to address the issue of regulatory lag that exists in any

gener al rate case proceeding €e thauingwastul d ha
fl ows and Idka d440-41n §he also conceded that approval of the Grid Rider

fivould eliminate some regulatory lag, but not necessarilyaloto and woul d miti ga
regulatory risk for DEC. Tr. Vol. 7, pp. 33-34. Witness McManeus further testified on
cross-examination that the planned Power Forward spendd e s cr i b e dfilingeis DECO s
not granul ar data at the project | evel, but i
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FERC accounting categories. Tr. Vol. 9, p. 74. She conceded that the proposed 2018
PowerFor ward spending i s beasd dmeas. it he same i nf

Company witness Simpson testified that Power Forward is a collection of programs
that include projects to upigesasSimson tesefiedChatmp any 0
DEC provides service to approximately 2 million customers in North Carolina, where the
Company has more than 100,000 miles of lines and over 1,600 substations. He indicated
that in the last four years, the Company has spent $2.6 billion to maintain and upgrade
DECO6 s (¢fik B1.8 billion in distribution system investments and $770 million in
transmission system investments. Distribution investments include connecting new
customers, installing lights, adding capacity, and upgrading and maintaining
infrastructure, whi |l e t he Companyos transmi sssig on i n
capacity and compliance projects, as well as replacing wood poles, obsolete substations,
and line equipment. Witness Simpson discussed the need for the Company to continue
its customary T&D spending, in addition to Power Forward spend to be recovered through
the Grid Rider. He stated that the Company anticipates customary T&D expenditures over
the next five years to amount to $3.4 billion.2°

Witness Simpson testified that Power Forward is necessary because of more
frequent convective weather events, aging components, and the addition of more
distributed energy resources (DER). While weather is something that the Company has
always dealt with in maintaining electric service, witness Simpson stated that more
frequent severe weather events drive worsening reliability metrics and that, in his opinion,
enhanced hardening of the grid will improve the overall reliability of the grid. Even with
more frequent extreme weather events, witness Simpson admitted that the distribution of
root causes for outages will remain the same in terms of the number and types of events:
20% for vegetation management related outages, close to 20% for equipment failure, and
6-10% for public accidents, with only the minutes per interruption increasing.

As for the wear and tear on and age of T&D equipment, witness Simpson stated
that while Power Forward is not about #Achasir
was built 40 to 60 years ago, and is aging. Tr. Vol. 17, p. 34. Although not a new revelation
to the Company, 30% of its T&D assets will be beyond their useful life in the next ten
years; not even the best maintenance can stop the cumulative effects of age on the
system. Witness Simpson acknowledged that the grid has evolved over decades, and is
more hardened today in terms of quality of design than it used to be.

Witness Simpson described the Targeted Undergrounding program as using data
analytics to identify line segments with degraded multi-year reliability performance when
compared to overhead facilities, in total. Witness Simpson agreed in his rebuttal testimony
that taking overhead lines and putting them underground is not a new technology and has
been part of utility reliability improvement efforts for years. However, he asserted that the

29 Witness Simpson originally projected $4.5 billion in customary T&D spend over the next five years.
In his rebuttal testimony, however, witness Simpson lowered that projection by $1.1 billion, to reflect the
removal of certain costs linked to Power Forward programs, which DEC now proposes to recover through
the Grid Rider instead of through customary spend recovered through a general rate case.
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Targeted Undergrounding program is unique because of the data analytics which the
Company now employs to determine which individual line segments (versus entire
circuits) to underground. Witness Simpson stated that the Company is not talking about
a massive undergrounding project but rather targeting specific poorly performing line
segments to be undergrounded, which now can be determined in minutes and hours as
a result of new analytic capabilities, as opposed to the days and weeks it took in the past.
Witness Simpson conceded, however, that using data analytics to determine how parts
of the grid are performing is not a new concept, and is something that has been evolving
for decades, and that will continue to evolve in the future.

According to witness Simpson, the Distribution Hardening and Resiliency program
includes retrofitting transformers to eliminate common outage causes, replacing aged or
deteriorating cable and conductors, and providing back feed capability to vulnerable
communities. Wi tness Si mpson testified t hat
Hardening and Resiliency Program, there are four categories of projects that are included
in both the Power Forward budget and the Com
integrity and maintenance programs. These four categories of projects are transformer
retrofit, underground cable replacement, deteriorated conductor replacement, and
targeted pole hardening. Witness Simpson stated that these categories only account for
10% of Power Forward spend and also testified that they constitute the only overlap
bet ween t he cuStomany spang and Power Forward spend. Witness Simpson
argued that these projects should be included in the Grid Rider due to the pace of the
expenditures rather than the classification of the investment.

Witness Simpson explained that the Transmission Improvements program
includes projects to update and replace transmission system equipment that is likely to
fail in the near future, and to add systems that will notify the Company of problems before
they result in an outage. The program also will include pole replacement, line rebuilds,
substation animal mitigation, and other unspecified physical and cyber security
improvements. Witness Simpson stated that this program expedites replacement of
obsolete and old design equipment, replacing such equipment with newer equipment that
will allow for improved proactive monitoring of the transmission system. Witness Simpson
testified that while there is some remote proactive monitoring today, it is not uniform
across the system, and the Company has not invested enough in the most current
technology to provide a system-wide picture. DEC will consider which substations need
upgrades to reach the Companydés desired | eve
projects addressing substations is animal mitigation. Witness Simpson conceded that the
Company has historically addressed animal mitigation, but contended that many
substations still need these upgrades due to national security issues.

Witness Simpson testified that the Self-Optimizing Grid program will add redundant
capacity to distribution circuits and substation transformers by replacing existing facilities
with larger conductor cable and tying radial distribution circuits together with automated
switches to create a distribution network and facilitate two-way power flow.
WithessSi mpson asserted that this effort also wil
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DER to be connected. Witness Simpson acknowledged, however, that adding redundant
lines for back-feed or tie-ins is something that the Company has previously done.

Witness Simpson testified that the investment in Power Forward will be above the

Companyds customary spend, which he acknowl ec
Company based on projections of the costs necessary to maintain a reliable grid.
WitnessSi mpson itemized the Companyds customary

over the last four years as follows: 55% for expansion-related work, including serving new
customers, lighting installations, and additional capacity; 22% for infrastructure
maintenance activities such as pole replacement and underground cable replacement;
23% for targeted reliability improvements to reduce the number and frequency of power
outages on the distribution system, including the transformer retrofit program, the
sectionalization program, and self-healing technology to automatically isolate the cause
of an outage and restore service to customers.

Witness Simpson testified that the Company needs to continue its customary
investments in the T&D system to maintain the grid and to add new customers, for which
DEC originally budgeted to spend $4.5 billion from 2017-2021. On rebuttal, however,
witness Simpson clarified that the estimated customary spend level of $4.5 billion in fact
included $1.1 billion that was for grid modernization before Power Forward was
developed. The Company then moved that forecasted amount for grid modernization out
of the projected plant in service account, where customary T&D expenses are found, and
into an account set up for Power Forward expenditures following the announcement of
Power Forward. Therefore, DEC now projects customary T&D spend of $3.4 billion, in
addition to approximately $3.03 billion of projected Power Forward costs, comprised of
$2.9 billion in capital and $130 million for O&M, to be spent between 2017 and 2021. The
movement of the $1.1 billion from the customary plant in service account to the Power
Forward account was illustrated during the hearing by a project that was part of the
original grid modernization fund of $1.1 billion that was in the customary plant in service
account. Witness Simpson conceded that the Company had initiated construction of, and
placed into service, certain projects that were included in capital forecasting prior to the
announcement of Power Forward, but because the cost of the projects had not yet been
recovered, they were moved into the Power Forward account to be recovered through the
Grid Rider.

Oncross-e xami nat i on, witness Simpson testifie
metrics typically vary from year to year, and conceded that DEC actually saw an improving
trend from 2003 to 2012 without the implementation of a Power Forward-type program or
a rider. As to the distinction between Power Forward spend and customary spend,
witness Simpson testified on cross-examination that a layperson or even an engineer
from an electric cooperative may not be able to distinguish Power Forward construction
from customary spend construction, but that DEC would know which is which.
Witness Simpson further testified that, even where DEC has identified specific amounts
for the Targeted Undergrounding program, it has not yet actually decided which locations
or how much of the system will be undergrounded. He also testified that DEC would
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proceed with Power Forward as planned, within the same time frame, even without
approval of the Grid Rider.

Alternatively, if the Commission does not approve the Grid Rider, withess
McManeus testified that DEC fi r e q uappsotvasto defer as a regulatory asset the O&M
(including income and general taxes) and capital-related costs (depreciation and return)
associated with [Power Forward] for recovery in a future general rate case proceeding.0
Tr. Vol. 6, p. 273.

Company witness Pirro testified daé6Grdt DECG
Rider. He explained that cost recovery through the Grid Rider, if approved, would follow
standard ratemaking principles and would reflect rates that differ by rate class to attribute
cost responsibility to each respective class consistent with the COSS supported by
witness Hager. However, for reasons set forth hereafter, the Commission is denying
DEC6s request to establish the Grid Rider, t h
cost allocation or rate design of the would-be rider.

Public Staff testimony

Public Staff witness Williamson testified that the Public Staff does not support the
establishment of the Grid Rider or deferral accounting for Power Forward costs because
the Public Staff is not persuaded that all of the components of Power Forward will result
in modernization of the grid, as opposed to DEC satisfying its every day statutory
obligation to provide adequate and reliable service to its customers. Witness Williamson
further stated that much of the Power Forward initiative isdesigned t o i mpr ove I
outage frequency and duration metrics, which ¢
and operations.

Witness Williamson described the Companyos
with many disparate parts and elements. Witness Williamson further testified that if the
Commission decides to approve a rider for Power Forward, then the
Targeted Undergrounding program costs should not be recovered through the rider
because the undergrounding of lines for reliability purposes is not new, modern,
extraordinary, or outside the scope of normal operations required to provide adequate
and reliable service to customers. He went on to state that the Distribution Hardening and
Resiliency program also includes many projects that are customary T&D projects, such
as cable and pole replacement. The Commission analyzes in more detail the Public
Staffés posi ti onpragranastare obuwigue or Extraondimary,cand should
therefore be considered routine, customary spend to be recovered through a general rate
case, in its determinations hereafter.

In 2003, the Public Staff prepared a report on the feasibility of undergrounding the
Stateds entire distribution grid for the Nort
Force (2003 Report). Tr. Ex. Vol. 24, pp. 116-164. The 2003 Report found that
undergrounding the entire distribution grid was too costly and recommended instead that
each utility (1) identify the overhead facilities that repeatedly experience reliability
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problems; (2) determine whether conversion to underground is a cost-effective option for
improving the reliability of those facilities; and, if so, (3) convert those facilities to
underground.3°

Regardless of whether the Grid Rider is approved, witness Williamson
recommended that the Commission require DEC to include in its annual Smart Grid
Technology Plan filings, required by Commission Rule R8-60.1, more detailed information
on (1) the purpose of each project or category of projects, (2) a schedule of
implementation, ( 3 ) changes to the schedule that wo ul
in-service date, (4) project capital and O&M costs (both new and any stranded costs of
removed assets), (5) how the Company proposes to recover these costs, and
(6) a demonstration of how the project is designed to reduce the outage frequency and
duration of individual circuits or other T&D assets affected by the project.

Public Staff witness Maness stated that any time the Commission segregates one
item or a group of items for single-item ratemaking, either through a rider or through
deferral accounting, it upsets the regulatory balance inthatt he fAi ncenti ves r €
capital investment that are naturally present in the normal aggregated method of
ratemaking under [N.C. Gen. Stat. §] 62-133 are relaxed, because the only thing
restraining the utility from making these types of investments is the ability of the regulator
to devote precious resources to eliminateany i mprudent or unreasona
Tr.Vol . 22, p . 92. Il n additi on,-item saterhakiigtcanng o u't
make it more likely that the Company will exceed its allowed or appropriate overall rate
of r e ld. Wiitmess dMlaness testified that, as with riders, deferral accounting is an
exception to the gener al met hod by which rat
electric public utilities. Rates are normally set on the basis of the aggregate amount of the
ut i | ity 0 srevenuep and sagebase, and a consideration of the rate of return
produced by that aggregation of costs and revenues. Specific components of revenues
and costs fluctuate over time, and increases in one cost component can often be offset
by decreases in another, thus perhaps mitigating the need for a rate increase to provide
recovery of the increase in cost of the first item. He explained that this is one of the
reasons that the Commission has previously stated that deferral accounting and riders
should be the exception, not the rule. Witness Maness stated that it is important that items
set aside for special ratemaking treatment be both extraordinary in magnitude and
very unique in type. In addition, witness Maness testified that when a rider or deferral
accounting is established, costs intended to be included in the rider should be easily
identifiable because of the issues and controversies that may arise regarding specific
items of costs and their respective eligibility for special ratemaking treatment.
Witness Maness agreed with Public Staff witness Williamson that the types of plant items
that the Company is proposing for inclusion in the Grid Rider are vaguely described.

Public Staff witness Parcell testi ffroned t hat
the Company to its ratepayers in that the possibility that certain Power Forward expenses

30 Company witness Simpson admitted that the Company had not performed any undergrounding of
di stribution lines in response to the Public Staffds r
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would be disallowed by the Commission would be reduced or eliminated. Witness Parcell

guoted a report by Mo statiggGnspart tmawviteveewsofirt sh e S eursvei coef,
rider/tracking mechanisms as positive for credit as they reduce regulatory lag and improve

the predictability and stability of cash flow. ®r. Vol. 26, p. 830. Public Staff withess Parcell
testified that it i s iffecponthecastofequityfora wilityamdd er a 1
accordingly, its rate of return on equity.

Testimony of other intervening parties

CIGFUR 1l witness Phillips testified that the proposed Grid Rider would shift
regulatory risk from investors to customers,and may al so el i minate DE
prudently manage costs between base rate cases. Additionally, witness Phillips
contended that Power Forward costs are not volatile or unpredictable, but rather are
within the Comapathmerefors, are mohappropriately recovered through a
rider. He stated that DEC has an obligation to provide safe and reliable electric service,
and consequently, that Power Forward investments are likely to be made with or without
approval of the Grid Rider. Witness Phillips stated that the Company has not
demonstrated that the Grid Rider is necessary. As such, he recommended that the Grid
Rider be rejected. In the alternative, if the Commission approves the Grid Rider, witness
Phillips asserted t heatROE shauld i2oedycadnty réflect thea | | o w
reduced busi ness ri sk t hat I nvest &mikarly, wi | | |
Tech Customers witnesses Chriss and Rosa asserted that the Grid Rider would reduce
risk for the utility, and that this should be conside r ed when setting DECOs
equity.

CUCA witness O6Donnel | testified that t he
because, in his opinion, it is too expensive and is likely to harm the North Carolina
economy. Wit ness O6 DonDEE hds bearl tsamsparerd abbut the ed t h
purported benefits, but not the costs, of Pow
the Grid Rider is unnecessary because the Company can, and already is, investing in
T&D equipment, with the only difference being that it has had to seek recovery of those
investments through its general rate cases instead of an annual rider proceeding.

WithessO6 Donnel | testi fi edunsudcessfully aEe@pted tol e b yi st s
legislation enacted that would create the Grid Rider by statute.3!

Witness O6Donnel |l stated that the Commi ssi
investigate the need for DECisllovwfortrgnsparendy gr i d
and public involvement in the examination of the following issues: (1) whether Power
Forward is needed for reliability purposes; (2) the benefits of Power Forward; (3) the costs
of Power Forward; (4) whether Power Forward is cost-effective; (5) how other states are
handling grid modernization issues; (6) lessons learned from other states; (7) how North
Carolinabds renewabl eaffectecby Boywer Fomerd;arnd (8yhowthel | b e
rate increases expected under PowerFor war d and the Grid Rider w
economy.

31 See Senate Bill 619 (2017).
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Wi tness O6Donnel | fhuer t Bemp areysGsi f 0lejde ctthiavte
earnings through Power Forward investments and that the Company seeks to shift risk
onto consumers by asking for an automatic forward-looking cost recovery mechanism

such as the Grid Rider. | expressd cohcero that theavi t ne s ¢
Commission would not retain full regulatory review of Power Forward programs in the
Grid Riderd6s annual proceeding. He stat,ed t ha

and not the utility, would have the burden of provingthat D EcGsbssvere not reasonably
or prudently incurred.

While EDF witness Alvarez acknowledged that he is generally supportive of utility
grid modernization efforts, he stated thatt he Commi ssi on shoul d deny
the Grid Rider until after the Commission has opened a separate proceeding to review,
with stakeholder participation, whether Power Forward is warranted for the following
reasons: (1) grid modernization investments are very large and distinct in character from
business-as-usual investments; (2) Commission review with stakeholder participation will
better align DECO6s grid modernization i;nvestm
(3) applying the Aused and wuseful 6 standard t
investments after the fact is inadequate to protect consumer and environmental interests;
(4) disall owance of cost recovery could harm
making it impractical and difficult for the Commission to deny cost recovery once grid
modernization investments have already been made; and (5) a Commission review
process would likely result in a better cost-benefit ratio for grid modernization programs
than if no such review were conducted.

Kroger witness Higgins testified that the Commission should disapprove the
Grid Rider because, in his opinion, infrastructure investments should be evaluated in the
context of a general rate case, sancopstsdara t he
given test year are analyzed. He testified that investing in and maintaining the
T&D system are fundamental responsibilities for a utility company and, therefore, the
related costs should continue to be evaluated as part of a general rate case.

NCSEA witness Barnes testified that the Commission should disapprove the
Grid Rider, and instead initiate a separate proceeding to fully investigate Power Forward.
Witness Barnes testified that he is concerned about the proposed Grid Rider cost
allocation, particularly in light of cost causation principles. Furthermore, of the total
revenue requirement to be borne by residential customers, the majority would be
recovered as a fixed monthly charge. Witness Barnes stated that the Grid Rider appears
to be the first step toward a series of both fixed and variable rate increases for several
years to come.

NCSEA witness Golin recommended that the C
proposal to recover Power Forward costs through either the Grid Rider or
deferral accounting. She stated that the Commission should instead open a stand-alone
docket to thoroughly define and plan for a modernized grid. In so doing, withess Golin
stated that the Commission should require DEC to conduct robust distribution resource
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planning and take a holistic view of the grid and the technologies that are capable of
meeting the gridd sneeds. This, according to witness Golin, would assure proper
forecasting, better evaluate the role of distributed energy resources, and allow for

increased transparency and stakeholderinput. A Di st r i but iniagshoulék®@o ur c e

accompanied by thorough cost/benefit analyses that compare several investment

pat hways t o meeting grid i nvest ment goal s. o

recommended that, as part of a new proceeding to examine Power Forward, participants
could determine a method and timeline for calculating and publishing the distributed
generation hosting capacity of DECG6s di

that the Commission open a new docket or stakeholder working group fto assess the

stribu

i mpacts of shifts i n the Companyds investment

cost recovery and i mpldi cations for rate

NCSEA witness Golin testified that the Company has not made clear how or why
some investments fall under customary spend, and thus are recovered through traditional
general rate case proceedings, and other investments fall under Power Forward, and thus
would be recovered through the Grid Rider. Witness Golin testified that the Company has
also failed to delineate a clear decision-making procedure for how it determined which
capital investments are routine, and thus customary spend, and which investments fulfil
the goals of the Power Forward initiative, and thus would be Power Forward spend.

Witness Golin further opposed the Grid Rider because, in her opinion, riders allow
utilities to obfuscate the risk of | arg
would continue to bear the risk of investing in these projects if DEC is required to recover
Power Forward costs through a general rate case. Witness Golin also opposed the
Grid Rider because, in her opinion, it would harm the markets for energy efficiency and
distributed energy resources.

Tech Customers witness Strunk testified that DEC failed to distinguish its planned
Power Forward spending from customary T&D investments. Describing the significant
overlap between Power Forward investments and customary T&D spend, witness Strunk
identified the risk that DEC will pursue the recovery of ordinary T&D costs through the
Grid Rider. He testified that the Grid Rider threatens to unbalance the regulatory process
by moving large capital investments outside of the general rate case process. Witness
Strunk testified that the Grid Rider is unnecessary to reduce regulatory lag, in part
because both DEC and the Commission have other means of addressing such lag.
Witness Strunk testified that DidGidernipation
trackers employed in other jurisdictions in that the Grid Rider fails to clearly identify eligible
assets, it contains no spending cap on Power Forward investments, and it fails to
recognize any offsetting cost savings. Witness Strunk criticized the Ernst & Young study
commissioned by DEC as flawed because, in his opinion, the study focused on indirect
benefits, excluded analysis of rate impacts, and lacked a clear showing of what DEC
contends to be a deteriorating trend in reliability metrics.
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DEC6s rebuttal testimony

In response to some intervenors who argued that Power Forward is unnecessary
and not cost-effective, witness Fountain cited to the study by Ernst & Young,
commissioned by DEC, and testified that North Carolina will see net economic benefits

from Power Forwardoés dramgmgftom $240millioratd $1 bilhiom.e st me n

In response to concerns and questions about the long-term rate impacts of Power
Forward, witness Fountain provided DEC Fountain Redirect Exhibit 1, showing that by
2026, Power Forward costs would cause rates to increase by 25.24% for residential
customers, 12.39% for commercial customers, and 6.52% for industrial customers.

I n response to Public Staff witness
to file additional information about Power Forward as part of its annual Smart Grid
Technology Plan, withess Simpson testified that the Company is agreeable to the six
reporting requirements recommended by the Public Staff, but opposes adding the
requirements as a result of this rate case because Commission Rule R8-60.1 affects other
utilities besides DEC.

I n response to Public Staff witness
provided insufficient detail to warrant recovery of Power Forward costs through the Grid
Rider, witness Simpson testified that the Company has provided economic and technical
analyses, in addition to responding to more than 250 data requests regarding its

Wi

Wi

11 a

I I

PowerFor ward plans. Furthermore, in response to

Simpson testified that additional detail will be provided, and an ongoing review of Power
Forward implementation will occur, through work plans32 and detailed financial projections
that would be subject to intervenor scrutiny and Commission review as part of the annual
Grid Rider proceeding. Incurred costs would be subject to a prudency review by the
Commission, as would be forward-looking cost projections. Witness Simpson testified that
the ten-year duration of Power Forward is preferred because a shorter duration would
result in higher prices for labor and material, while a longer duration potentially would
involve significant staff turnover, and thus increased training costs, in addition to a slower
realization of benefits.

Witness Simpson disagreed with Public Staff withess Maness that Power Forward
investments are customary spend that would be incurred regardlessas part
continued obligation to maintain its infrastructure in order to provide reliable electric
service to its customers. Witness Simpson contended that the costs referenced by
witness Maness are maintenance-related costs, not the upgrades and improvements
contempl ated by Power Forwar d, whi ch
next-generation grid that will support our digital society and enable emerging technologies

that will benefit customersnow and i nto the future.o Tr.

32.0n April 2, 2018, DEC filed a late-filed exhibit containing such plans for 2018 and 2019 only.
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I n response to Publ i c Staff wiTargeted s Wi |
Undergrounding, in particular, is not a novel or extraordinary investment, witness
Simpson conceded:

€ that burying | i nosettechnelogpy; however, thedatan s a
resolution and analytical tools that enable the Targeted Undergrounding
program are noveld and necessaryd to effectively and cost-efficiently know

which lines to bury to reduce the maximum number of outages.

1d. at 165-66.

In response to Tech Customerswi t ness Strunkoés assertion t
not sufficiently linked its proposed Targeted Undergrounding program to deficiencies in
the existing grid, witness Simpson opined that Targeted Undergrounding
fwill decreaset he number of [grid failure] events by
Id. at 177. He opined further that three Power Forward programs combined would
improve SAIDI and SAIFI metrics by 40-60%. (Those three programs are
Targeted Undergrounding, Hardening and Resiliency, and Self-Optimizing Grid.) Also in
response to witness Strunk, witness Simpson testified that the distinction between
customary T&D projects and Power Forward projects revolves around fthe pace of the

expenditures, not t he c | afgsat 16D.cWatnessoSimpsont t he
disputed that the Grid Rider would incentivize recovery of customary T&D costs through
the Grid Rider, arguing that Power Fonwarmd i
Id. at 170. Witness Simpson conceded, however, that some of the projects described as
Power Forward ido i ndeed have similar descr

s p endldmgl800

In response to EDF wi t ness Al v ar suzo@nsling dhe rasts of rite
Targeted Undergrounding program, witness Simpson testified that the per-customer cost
referenced by witness Alvarez is inaccurate and that, in any case, the benefits of
undergrounding are not limited only to those customers whose service is undergrounded.
According to witness Simpson, undergrounding the outlier segments of the grid would
eliminate over 50% of overhead system events and over 40% of all system events.
Witness Simpson testified that for DEC, the Targeted Undergrounding program will result
in an 18% improvement in SAIDI, a 17% improvement in SAIFI, a 36% reduction in
non-major event day outages, and a 30% reduction in major event day outages.

Il n response t o sevVersthat DECrhasenot sufficieatty shownc onc er
that the existing grid is unreliable enough to warrant the Power Forward spending and
resulting rate increase, witness Simpson testifiedt h a t Athe directional t
consistentd both SAIDI and SAIFI are projected to [worsen]t hr ough t he year
Id. at 176.

I n response to sever as that axgeparate proceedisgbis sugge
needed to fully evaluate DECG6s Powdsagre€dor war d
becausei | Power For war d] iI's no different from the



done for years, but this initiative is more comprehensive in scope and period than is
t y pi ld.atl193.4dn addition, witness Simpson referenced the Technical Workshop that
DEP was ordered to hold in early 2018. He again referred to the annual Grid Rider
proceeding, which he said would be the avenue through which the Commission and
intervening parties could evaluate DECO0s Powe

I n response to witness OO6Donnell 06s testi mo

see the value in a large rate increase to pay for Power Forward programs, witness
Simpson pointed to research data purportedly showing that customers support the idea
of grid improvement, even at a somewhat increased cost.* Withess Simpson stated that
all ratepayers should see positive impacts from Power Forward programs, even after
accounting for the increase in electric service rates, through either direct benefits like a
reduction in power outages or through indirect benefits, like increased upward pressure
on wages and increased economic activity.

Il n response to several i ntervenoRideQif testirt
all owed, woul d under mine the CwtnessiMeManeasn 6s r e
testified that the Commission has allowed a number of cost-tracking riders, both as
directed by the North Carolina General Assembly and in general rate cases, to recover
capital and operating costs associated with various items. Although withess McManeus
conceded that cost-tracking riders typically are used for regulatory compliance costs or
volatlec ost s outsi de of twhieh c@unse asiggificant congoonent o |
of operating expenses, she stated that riders are not necessarily limited to only these
kinds of expenditures. She testified that the Grid Rider would be subject to an annual
A mirneit e cased0 before the Commission, during
sufficient scrutiny of Power Forward costs: stakeholder participation, discovery,
evidentiary hearing, true-up mechanism, review and audit of costs by the Public Staff,
and expert witness testimony, along with the Company having to bear the burden of
proving that the capital or O&M spend was reasonably and prudently incurred. In addition,
witness McManeus testified that the Commission would retain authority over the
Companyods profitability through DECG6s tot al e
annual cost of service filings. For these reasons, withess McManeus contended that the
costs associated with Power Forward actually would be subject to heightened Commission
scrutiny if recovered through the Grid Rider, as opposed to a general rate case.

Witness McManeus specifically addressed intervenor concerns that the use of a
rider would allow the Company to over-earn by creating an unbalanced regulatory
process. Witness McManeus testified that the costs recovered through the rider would
always be limited to actual costs incurred through the use of the EMF mechanism
proposed in the Grid Rider. Any amounts over-collected from customers are refunded
with interest. DEC witness Hevert alsot est i fi ed t hat an evaluati
peers, many of which he stated have rate mechanisms similar to the Grid Rider in place,

33 The Commission notes that other information in this same exhibit seems to indicate that 79% of
customers would not find grid modernization investments to be reasonable if they resulted in only a
3% rate increase.
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is necessary to determine whether a Grid Rider would affect D E C 6 st ofcequgy or rate
of return on equity.

Witness McManeus <clarified that DEC does
[GridRi der] supplant the traditional |dats33. based
Rather, according to withess McManeus, DEC is seeking to avoid a 4- to 26-month delay
in cost recovery for a high volume of large expenditures involving short construction
periods. Witness McManeus stated further that:

[i]f rate cases did not occur every year, then this lag in the timing of cost
recovery is multiplied. In contrast, such lengthy delays have been avoidable
for large generation investments, where rate cases are often timed around
the estimated completion date of the single large investment.

Id. at 337. Wi t ness McManeus explained that the Col
financing costs during the construction per.
Id. at 338. Only after completion of each project and placing it into service, clarified

itness McManeus, would its costs be incorporated into the Grid Rider.

Commission Determinations

The Commission has thoroughly reviewed with care the evidence on the issues
surrounding DECO6s request for special rat ematk
namely, to establish a Grid Rider, or, alternatively, to create a regulatory asset.

While no int er venor generally disagrees with th
improving and modernizing the grid, the Public Staff and other intervenors unanimously
oppose DECO6s proposed cost recovery mechanism
the Commissiondoesnot di sagree with DECG6s stated goal
modernizing the grid, the Commission concludes that it is without statutory authority to
all ow DECO6s request for special ratemaking tr

As an initial matter, the Commission notes that i with the exception of deployment
costs of AMI meters, which DEC is not seeking to recover through the Grid Rider and
which are addressed elsewhere in this Order i DEC is not seeking recovery in the instant
rate case of Power Forward expenditures incurred during the test year. As such, it would
be premature for the Commission to evaluate at this time the prudency or reasonableness
of the Companyb6s Power Forward investments.
Resource Planning and Smart Grid Technology Plans), as well as future general rate
case proceedings, will provide opportunities for the Commission, at the appropriate time,
to consider evidence to evaluate the prudency and reasonableness of Power Forward
costs.
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A. No exceptional circumstances exist to justify the Grid Rider

DEC in its post-hearing brief, among other things, argues that past cases in which
the Commission has created a rider in general rate case proceedings are analogous to
the establishment of the Grid Rider in this case, and, therefore, the Commission has the
statutory authority to implement the Grid Rider. The Public Staff, AGO, NCSEA, Tech
Customers, and other intervenors argue that many of the same cases labeled by DEC as
analogous are, in fact, distinguishable, from the issues in the instant proceeding, and,
therefore, the Commission does not have the statutory authority to implement the Grid
Rider.

As a starting point, the Commission recognizes that certain statutory parameters
exist around the authority delegated to it by the Legislature:

North Carolina Statutes and case law contain explicit limits as to the
procedures through which the Commission may revise the rates of a public
utility. They are as follows: (1) a general rate case pursuant to G.S. 62-133;
(2) a proceeding pursuant to a specific, limited statute, such as
G.S. 62-133.2; (3) a complaint proceeding pursuant to G.S. 62-136(a) and
G.S. 62-137; or (4) a rulemaking proceeding.

Order Denying Request to Implement Rate Rider and Scheduling Hearing, Docket No.

E-7, Sub 849, at p. 18, n.2 (June 2, 2008) (citing State ex. rel. Utils. Commoén v.. Nant ah
Power and Light Co., 326 N.C. 190, 195, 388 S.E.2d 118, 121 (1990)). In the instant

proceeding T a general rate case pursuant to N.C. Gen. Stat. 8 62-133 1 the Commission

clearly possesses the authority to establish a cost-tracking rider if exceptional
circumstances existed to justify such action. Indeed, myriad precedent exists in which the

Commission has done just that, even in the absence of an express enabling statute,* and

the Supreme Court of North Carolina ésadishuphel d
a cost-tracking rider when exceptional circumstances, such as a national fuel crisis
causing a wutilityods gas ycwasantsuch actiorf. See,ceg.uat e u
State exrel. Utils. Commé n__ v . , BHNnC. 827,230 S.E.2d 651 (1976) (Edmisten

I); State ex rel. Utils. Commdén v . , B9 MiCs45% 232 S.E.2d 184 (1977)

(Edmisten 11).

DEC in its post-hearing brief acknowledges that the Commission has in the past
recognized the limitations on its authority to create cost-tracking riders in general rate
cases; namely, that compelling circumstances must exist to justify special ratemaking

34 See, e.q., Order Approving Partial Rate Increase and Allowing Integrity Management Rider, Docket
No. G-9, Sub 631, at p. 39 (Dec. 17, 2013) (approving an Integrity Management Rider as part of a general
rate case decision); Order Approving Partial Rate Increase and Requiring Conservation Initiative, Docket
No. G-9, Sub 499 (Nov. 3, 2005) (approving a Customer Utilization Tracker as part of a general rate case
decision); Order Granting General Rate Increase and Approving Amended Stipulation, Docket No. E-7, Sub
909 (Dec. 7, 2009) (approving a Coal Inventory Rider as part of a general rate case decision).
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treatment.3s In addressing said limitations, DEC attempts to argue that the magnitude of
Power Forward investments, combined with the possibility that regulatory lag of cost
recovery for such investments would be detrimental to the Company, are sufficiently
exceptional circumstances to justify special ratemaking treatment in the instant
proceeding. Accordingly, DEC attempts to argue that the facts in Edmisten| are
anal ogous to DECOs ipthedanstanspodeedsy.iThe CB&mmis&on is
unpersuaded by this argument.

Edmisten | approved the use of a fuel adjustment rider in connection with a general

ratecase. There, the Court not edindeed iadlate fohspeciali der a
treatment only one el,embaot pbnéehlkeelueasd i agpPpsox

since it was adopted in connection with a general rate case and was of a nature that
merely involved the application of a mathematical formula to the established rates going
forward. Edmisten I, 291 N.C. at 340, 230 S.E.2d at 659. Notably distinguishable from the
facts in the instant proceeding, however, Edmisten | (1) involved a rider that was adopted
in the context of exigent circumstances related to the national fuel crisis in the 1970s, and
only after the utility in that case demonstrated a clear connection between recovery of its
fuel costs and its financial viability; (2) involved a rider that permitted recovery of core
operating costs that now are recoverable under express statutory mechanisms; and (3)
did not involve forecasted expenditures or evaluations, but rather permitted rate
adjustments by application of a mathematical formula. In other words, the Commission
established just and reasonable rates and then adopted a going-forward adjustment
mechanism that it found necessary to achieve just and reasonable rates based on the

exigencies of the energy crisis, whi ch were beyondmpactingthart i | i t

ut i |expendiues. Crucially, the Supreme Court of North Carolina recognized in
upholdingthe Co mmi ssi on6s e s fual bdjustreentrmlausetin Ednhistea | that

the ACommi ssi on, cogni zant of its primary dut

upon uncontradicted evidence that the only way it could perform this duty under the facts
wastoper mit use of |Id & 846.fCanedst such fadingsewithothose in the
instant proceeding, in which the Commission finds and concludes that not only did DEC
fail to show that the only way to achieve just and reasonable rates would be to allow
special ratemaking treatment of Power Forward costs, but also that the greater weight of
the evidence supports the conclusion that to allow the Grid Rider as requested would
create unj ust and unreasonabl e rates,

Commission finds that none of the facts justifying adoption of the fuel adjustment clause
in Edmisten | are present in the instant proceeding. Where Edmisten | addressed fuel
costs to be incurred by the utility as an essential component of its utility operations, DEC
proposes in the instant proceeding to recover projected, future T&D expenditures for
projects not yet identified, which are discretionary on its part. Where Edmisten | was
decided in the context of wildly fluctuating fuel costs that threatenedth e ut i | i t
viability, here, DEC has complete control over the proposed spending, the rate of
spending, and the timing of spending on Power Forward programs; it also has full control
over its test year and the timing and frequency of when its applications for a general rate
increase are filed. For these reasons, c &dmisteral capnottbe

35 See, Order Approving Partial Rate Increase, Docket No. G-5, Sub 356, at p. 11 (Sep. 25, 1996).
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read to endorse an end-run around the statutory rate-setting mechanisms; to the contrary,
centr al to the EGuoistentwast heo |l do mmi ssni onds concl u
rider was critical to the achievement of the statutorily-prescribed rates.

NCSEA and Tech Customers argue in their post-hearing briefs that a case in which
the Commission addressed whether a utility could recover the costs of replacing bare
steel and cast-iron mains and services through a rider, when the collected funds would
be used to pay for expansion faciliti &ee, i's a
In re Pub. Serv. Co. of N.C., Docket No. G-5, Sub 356, pp. 10-13 (Sep. 25, 1996) (PSNC).
The Commission agrees. In PSNC, the Commission explained that its legal authority to
authorize riders that have the effect of adjusting rates outside of general rate cases is
' imited to specific Acircumstances involving
vol ume | evel s beyond Id. Fhe Canmissiomrejdctedithie proposed ut i | i t
rider in PSNC as unlawful for a number of reasons. First,the Co mmi ssi on f ound t h
cost had not been shown to constitute an unpr
expenditureso and that the wutility fhas contr
repl acement takes pl ace, 0 graeanotihiglgy variabletor t he A
unpredictabl e, and they are g.dd Accoadinglyythec ont r o
Commission held that implementation of the rider proposed in PSNC did not fall within its
authority to establish. The Commission noted a number of other concerns, including the

possibility that rates would become unreasona
to recover the cost of the replacement mains without recognition of associated decreases
i n expenses oOfr i ncr eoansceesr ni nt hrad v ewnause smadg nai fd e c

magnitude and pace of P S N@CDBhe Commipsiomfarttemeted pr o gr
that the rider Awould require present ratepay
as the funds are expended, ratherthanasthe servi ce i s provided, 0 v
current ratepayers to subsidize the cod&t of s

Similarly, as argued by NCSEA and Tech Customers, the Commission agrees that
a request for an annually adjustable nonutility generator (NUG) rider is analogous to
DECO6s pr opos e c&ee®@rderddppiRving Partial Rate Increase, Docket No.
E-22, Sub 314 (Feb. 14, 1991) (VEPCO). In VEPCO, NC Power sought approval to
recover future NUG expenses that it was contracted to incur over seven years through a
NUG rider, with both deferred accounting and true-ups. In rejecting this request, the
Commission found that (1) an annual adjustment for purchases of this type outside of a
general rate case was not authorized by statute; (2) there was insufficient justification for
treating purchased power expenses any differently from any other expense items in the
ratemaking process; and (3) that fthe NUG rider mechanism would preclude appropriate
regul atory oversight atf ehperCoenpagy dbsecavse
payments to NUGs for additional capacity and energy could be offset by decreases in
ot her cost o fthatsveuldwat lte@accounted moswithout a general rate case.
Iddat 19. Based on t hesxe rpoloi dyh eanCh nina gsasli ocno d e
request.® Id. at 20.

36 The Commission also noted that the fuel charge adjustment statute had been narrowly construed by
the appellate courts, citing State ex rel. Utils. Commdén v . B4 N.C.MAppud8dy 353 S.E.2d 413
(1987). There, the Court overturned the Commissionds u
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DEC6s proposed Grid Rider is analogous t

in PSNC and VEPCO, and is, accordingly, rejected for the same reasons. With the limited
exception of federally-mandated reliability standards, DEC has complete control over the
amount and timing of Power Forward expenditures, which thus are entirely predictable.
DEC, through its request for the Grid Rider, merely seeks to recover more quickly costs
that it has historically recovered without the need for a rider. Furthermore, there is no
evidence in the record that without special ratemaking treatment for Power Forward costs,
DEC would be unable to remain a strong, financially viable company.

The Commission finds and concludes that cost-tracking riders not specifically
established by statute are and should continue to be considered an exception to the
general ratemaking principles put in place by the General Assembly and this
Commission.?” In the instant case, there is no specific enabling statute or legislative
directive requiring the establishment of the Grid Rider, and, therefore, it falls to the
Commission to determine whether the circumstances presented by DEC are exceptional.
The Commission finds and concludes that DEC has not presented exceptional or
otherwise compelling circumstances to justify special ratemaking treatment of
Power Forward costs.

DEC has raised concerns about the regulatory lag for its Power Forward
investments. As an initial matter, the Commission notes that regulatory lag is not a new
obstacle facing the utilities; rather, it always is present, to a certain extent, in an
integrated, investor-owned utility market such as North Carolina. Although DEC in the
instant proceeding testified from the perspective of the utility in characterizing
regulatory lag as a problem necessitating a solution, it should be pointed out that
regulatory lag in certain amounts can give company management an incentive to
economize and make more worthwhile investments. Company witnesses Fountain and
McManeus stated that while the Grid Rider would alleviate some regulatory lag, it would
not be a significant reduction. DEC witness McManeus further stated that the Company
did not do an analysis to determine the Compa n yoash flow with and without the rider;
thus, there is no evidence in the record that the Company would be unable to carry out
its operations without the requested cost-tracking rider. Therefore, the Commission finds
DEC6s regul at otogeuhparguasvedo ncer ns

CP&L to recover a past under-recovery of fuel costs. Id., 84 N.C. App. at 490, 353 S.E.2d at 418. In light of
the holding of the Court of Appeals, the Commis
a general rate case, for which there is no specific statutory authority, to reflect a true-up of NUG expenses
would be foundldatl@ut hori zed. 0

37 1t should be noted, however, that there exists a plethora of precedent in which the Commission
previously has approved the establishment of non-cost tracking riders in its adjudication of general rate
cases, like the matter before the Commission in the instant proceeding. It also has approved the
establishment of cost-tracking riders in its adjudication of general rate cases, when exceptional
circumstances so warranted.
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For all of these reasons, the Commission concludes thatthe Company 6s r eque
for a Grid Rider should be denied. For the same reasons, the Commission concludes that
the modified Grid Riders advanced by the Company in its post-hearing brief and Pilot Grid
Rider Agreement and Stipulation, respectively, should also be denied.

B. Power Forward costs do not justify deferral accounting through a requlatory asset

Having already determined that DEC has failed to show that exceptional
circumstances justify the establishment of a rider to recover Power Forward costs, the
Commi ssion now turns to DECOGs request, i n the
through the establishment of a regulatory asset for Power Forward costs.

As an initial matter, t he Commi ssi on recognizes that I
treated deferral accounting as a tool to be allowed only as an exception to the general
rule, and its use has been all owed sparingly.
Conditions, Docket No. E-7, Sub 874, p. 24 (March 31, 2009). In addition, the Commission
recognizes that it:

has also been reluctant to allow deferral accounting because it, typically,

equates to single-issue ratemaking for the period of deferral, contrary to the

well-established, general ratemaking principle that all items of revenue and

costs germane to the ratemaking and cost-recovery process should be
examined in their totality in determining
existing rates and charges.

Id.

Turning now to the issues presented in the instant proceeding, the Commission
finds and concludes that the reasons DEC says underlie the need for Power Forward are
not unique or extraordinary to DEC, nor are they unique or extraordinary to North
Carolina. Weather, customer disruption, physical and cyber security, DER, and aging
assets are all issues the Company (and all utilities) have to confront in the normal course
of providing electric service. The Commission further finds and concludes that while DEC
intends to expend significant funds for T&D projects over the next ten years, a number of
the Power Forward programs and projects proposed by DEC to be recovered through the
Grid Rider are the kinds of activities in which the Company engages or should engage on
a routine and continuous basis. Therefore, the Commission must conclude that Power
Forward costs, as proposed in the instant proceeding, are not appropriate to be
considered for deferral accounting. In reaching these conclusions, the Commission
afforded substantial weight to the testimony of Public Staff withesses Maness and
Williamson, NCSEA witness Golin, and Tech Customers witness Strunk; conversely, the
Commi ssion was unpersuaded by DEC witness Si
Forward programs are new, novel, or extraordinary.

For example, monitoring, maintaining, and replacing aging equipment with like or
new components, regardless of the pace at which these activities are conducted, is part
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of the Companyds ongoi ng oandreligbke electmansertice.lnpr ovi d
addition, the Commission concludes that new data analytics tools that DEC is using to

identify the line segments in its Targeted Underground program do not make the program

itself an extraordinary or unique modernization project. Undergrounding of lines is not a

new concept, as conceded by DEC witness Simpson. Data analytics, as witness Simpson

admitted, is neither a new phenomenon, nor is this current iteration of data analytics likely

to remain unchanged for the foreseeable future.

Next, the Commission finds and concludes that the Distribution Hardening and
Resiliency program contains, in its entirety, projects that also are within the scope of the
Companyds nor mal course of operatia@ftend mai
categories of projects within this program, witness Simpson conceded that the
transformer retrofitting, cable replacement, deteriorated conductor replacement/line
rebuil d, and pole hardening categories are al
spend budget for the next five years. The Commission finds and concludes that these
project categories are clearly within the Con
not unique nor appropriate to be deferred.

Further, the Commission finds and concludes that the Transmission Improvements
program also consists of projects that replace, rebuild, or improve existing transmission
equipment. Federal reliability standards change as necessary to ensure national grid
stability and reliability. DEC will be required to make the necessary improvements and
modifications to its grid in order to remain compliant with such standards now and in the
future, just as it has done for decades. Withess Simpson admitted that meeting such
federal standards is customaryaspart of t he Company6s Business
expenditures. Therefore, these programs, too,
of business, and thus not appropriate for special ratemaking treatment.

Additionally, the Commission finds and concludes that DEC did not provide
sufficient information to show how the Company will determine which Self-Optimizing Grid
projects should be assigned to and recovered from the interconnection customers who
would benefit the most from this capacity-enhancing and grid-strengthening work.
Further, whether the majority of the money allocated to this program is for the replacement
of lines deemed inadequate to handle new DERs on the system or new back feed or tie-in
lines is unclear from the evidence presented. Either way, the Commission finds that back
feed or tie-in lines do not represent new work or grid modernization, as witness Simpson
testified. In fact, the addition of these kinds of lines is part of normal operations and the
Company has added many of them to the grid in areas within its service territory in the
past for purposes of ensuring reliable service to its customers.

Lastly, Enterprise Systems and Communications Network Upgrade programs
include upgrades to several systems that the Company already uses to enable data
acquisition and analytics to help control the grid. The Commission finds, therefore, that
these upgrades are no different than many upgrades to other systems that the Company
has made in the past and currently is in the process of making. One example is the
Customer Connect program, which is an update to the existing customer information
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system and not included in Power Forward. The Commission considers these upgrades
to constitute part of the ordinary evolution

For all of these reasons, the Commission finds and concludes that DEC has not
satisfied the criteria for deferral accounting treatment of Power Forward costs. In order
for the Commission to grant a request for deferral accounting treatment, the utility first
must show that the cost items at issue are adequately extraordinary, in both type of
expenditure and in magnitude, to be considered for deferral. Second, the utility has to
show that the effect of not deferring such cost items would significantly affectthe ut i | i t y 0
earned returns on common equity. Although it
planned Power Forward spend is extraordinary in magnitude, the Commission is
unpersuaded that the entirety of Power Forward programs as proposed are unique or
extraordinary. Assuming arguendo that all Power Forward programs as proposed were
found to be unique and extraordinary, thus meeting the threshold criteria for consideration
of deferral accounting, DEC failed to show that the effect of not deferring Power Forward
costs would significantly affect its earned returns on common equity.

The Commi ssion appreciates the Companyo6s
modernize its grid and retool other systems, and encourages its efforts. The Commission
recognizes that the costs the Company has identified are substantial and that, by and
large, the individual projects are of insufficient length to qualify for CWIP or AFUDC before
such projects can be completed and placed in service. Without a rider or an order
deferring costs, the Company risks an erosion of earnings from regulatory lag. Likewise,
these circumstances promote more frequent, costly rate cases.

Nevertheless, the Commission determines as addressed herein that it does not
possess the authority to approve the Grid Rider and that the description of projected
projects on this record is insufficient to properly categorize customary spend projects,
which the Company must undertake to comply with its franchise obligations, from
extraordinary Power Forward or grid modernization projects.

With respect to deferral, the Commission acknowledges that, irrespective of its
determination not to defer specific costs in this case, the Company may seek deferral at
a |later time outside of the general rate case
opportunity to recover costs, to the extent not incurred during a test period. In that regard,
were the Company in the future before filing its next rate case to request a deferral outside
a test year and meet the test of economic harm, the Commission is willing to entertain a
requested deferral for Power Forward, as opposed to customary spend, costs. Should a
collaborative undertaking with stakeholders as addressed herein produce a list of Power
Forward projects, such designation would greatly assist the Commission in addressing a
requested deferral. Were the Company to demonstrate that the costs can be properly
classified as Power Forward and grid modernization, the Commission would seek to
expeditiously address the request and to determine that the Company would meet the
Aextraordinary expenditureo test and concept
consideration for recovery in a general rate case.
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The Commission can authorize a test for approving a deferral within a general rate
case with parameters different from those to be applied in other contexts. Consequently,
with respect to demonstrated Power Forward costs incurred by DEC prior to the test year
in its next case, the Commission authorizes expedited consideration, and to the extent
permissible,r el i ance on |l eniency in iIimposing t

Having concluded that the Grid Rider
allow deferral accounting of Power Forward costs should be denied, the Commission
need not address the related issues, which also were contested by the intervenors, of
cost allocation and rate design of the Grid Rider. DEC should seek recovery of its
Power Forward expenditures through the traditional general ratemaking process outlined
in N.C. Gen. Stat. § 62-133.

C. DEC shall utilize existing Commission dockets to collaborate with stakeholders

The Commission finds and concludes that several of the intervening parties have
raised valid concerns regarding the need for additional transparency and detailed
information regarding Power Forward. Although the Commission concluded in this
proceeding that Power Forward costs do not warrant special ratemaking treatment, the
Commission finds and concludes that additional information would be helpful to the
Commission, the Public Staff, and to other intervening and interested parties to better
understand Power Forward projects, grid modernization in general, and the
cost-effectiveness of such programs.

EDF and NCSEA, in their post-hearing briefs, make compelling arguments that the
Commission will not repeat here in support of their position that the Commission should
establish a separate, generic docket for the purpose of investigating and evaluating the
grid modernization plans of all investor-owned utilities in North Carolina. In addition, the
Commission notes that EDF provides a comprehensive overview of grid modernization
issues and proceedings, as handled in a number of other jurisdictions. Similarly, the
Public Staff requests that DEC be required to include in its Smart Grid Technology Plan
filings, required by Commission Rule R8-60.1, more detailed information on
Power Forward investments.

While the Commission declines to adopt in its entirety either recommendation
advanced by the intervening parties with respect to a separate proceeding to further
evaluate some of the issues surrounding Power Forward and grid modernization, the
Commission recognizes that there could be value in further collaboration between DEC
and the intervening parties on how to resolve these issues, which the Commission
expects will continue to be raised until such time as the parties can find a solution within
our existing statutory framework. With that said, the Commission directs DEC to utilize an
existing proceeding, such as the Integrated Resource Planning and Smart Grid
Technology Plan docket, to inform the Commission, and to engage and collaborate with
stakeholders to address the myriad of issues raised in the context of Power Forward and
the Companyb6s proposed Grid Rider.
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D. The Pilot Grid Rider Agreement and Stipulation is disapproved

DEC, EDF, the Sierra Club, and NCSEA (Grid Rider Stipulating Parties) contend
that their jointly-filed Pilot Grid Rider Agreement and Stipulation Among Certain Parties
(Grid Rider Agreement), the contents of which the Commission will not in this Order
summarize in detail, addresses several of the concerns raised by the parties regarding
Power Forward and the Grid Rider. The Grid Rider Stipulating Parties further contend that
a number of concessions were made both by DEC and its counterparties in order to reach
the consensus that culminated with the filing of the Grid Rider Agreement. In essence,
the Grid Rider Agreement contains a revised Power Forward proposal on a smaller scale,
with a shorter duration and | imitations on tfF
initial three-year pilot period. The Grid Rider Agreement represents a hybrid of the
CompanyO0s i niveryiaad altemates dost ne@\wvery requests, with most costs
being recovered through the Grid Rider during the first three years, followed by deferral
of such costs thereafter.

While the Commission appreciates the efforts to resolve some of the contested
issues surrounding Power Forward and the Grid Rider, the Commission nevertheless
concludes that the Grid Rider Agreement must be disapproved. As an initial matter, even
if the Commission hypothetically were to find that the Grid Rider Agreement sufficiently
mitigates the valid concerns about Power Forward and the Grid Rider as expressed by
the intervening parties throughout this proceeding, the Commission nonetheless still
would be required to reach the same conclusion that the law as it currently exists does
not allow for the establishment of a rider to recover costs that are predictable and within
the utilityds control

In addition to the issue of legality, which in and of itself precludes under the instant
circumstances t he Co mmi sheiCoich Rider Ageemerit,dtheer at i on
Commission agrees with NCJC et al. and NC WARN that it would constitute poor policy
to allow a partial group of interested parties to develop plans for grid modernization
through settlement negotiations that address only certain of a number of contested
issues, particularly when the Grid Rider Agreement was filed after the close of the
evidentiary record in this proceeding, thus precluding entirely the opportunity for cross
examination.

In conclusion, the Commission finds and concludes that the Grid Rider Agreement
should be disapproved, for many reasons including the rationale for denying the
Companyo6s r specialeasemaking treatment of Power Forward costs in the first
place.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 45-49

The evidence supporting these findings of fact and conclusions is contained in the
C o mp a rnvgrified Application and Form E-1, the testimony and exhibits of Company
with es s e s Fal |l on, Di az, and Mc Maneus, @ YCA wit
witness Kee, and Public Staff withesses Metz, Maness, and Boswell, and the entire record
in this proceeding.
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In Docket No. E-7, Sub 819, which has been consolidated with this general rate
case, the Company requests Commission approval of its decision to cancel the Lee
Nuclear Project pursuant to N.C. Gen. Stat. § 62-110.7(d). In this general rate case, the
Company requests permission to move the adjusted balance of the Lee Nuclear Project
development costs from CWIP Account 107 to regulatory asset Account 182.2 and to
recover the project development costs in rates by amortizing such costs over a 12-year
period. The Company also requests that the unamortized balance of such costs be
included in rate base to recover a net-of-tax return on the unamortized balance.

DEC witness Fallon testified that in its 2005 and 2006 Integrated Resource Plans
(IRPs), the Company identified the need for significant capacity additions by summer
2016 and found nuclear generation to be a least cost supply-side alternative. Tr. Vol. 10,
p. 182. In March 2006, DEC announced that it had selected the site for Lee in Cherokee
County, South Carolina, to evaluate for possible nuclear expansion. Tr. Vol. 10, p. 183.
On September 20, 2006, the Company filed a request in Sub 819 for a declaratory ruling
for authority to recover the North Carolina allocable portion of necessary costs and
obligations to be incurred through December 31, 2007. On March 20, 2007, the
Commission issued its Order Issuing Declaratory Ruling (2007 Order), in which the
Commission determined that it was appropriate for DEC to pursue project development
work up to $125 million through December 31, 2007, for the Lee Nuclear Project and that
DEC could recover the project costs in the manner determined to be appropriate by the
Commission and allowed by law.

On January 1, 2008, N.C. Gen. Stat. § 62-110.7 went into effect. This statute
provides for Commission review of a utility's decision to incur nuclear project development
costs. Under this statute, prior to filing an application for a Certificate of Public
Convenience and Necessity (CPCN) in North Carolina or another state, a public utility
may request that the Commission review its decision to incur nuclear project development
costs. Under N.C. Gen. Stat. § 62-110.7(a), project development costs are defined as:

all capital costs associated with a potential nuclear electric generating
facility incurred before (i) issuance of a certificate under G.S. 62-110.1 for a
facility located in North Carolina or (ii) issuance of a certificate by the host
state for an out-of-state facility to serve North Carolina retail customers,
including, without limitation, the costs of evaluation, design, engineering,
environmental analysis and permitting, early site permitting, combined
operating license permitting, initial site preparation costs, and allowance for
funds used during construction associated with such costs.

Generally speaking, under N.C. Gen. Stat. § 62-110.7(b), the Commission shall
approve a u t i ldecisigndosincur project development costs if the utility demonstrates
that the decision to incur such costs is reasonable and prudent; however, the Commission
does not consider the reasonableness or prudence of any specific activities or items of
costs until a rate case proceeding. North Carolina Gen. Stat. 8 62-110.7(c) provides that
reasonable and prudent project development costs shall be included in the utility's rate
base and be fully recoverable through rates in a general rate case. However, if the project
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is cancelled, as has occurred in this case, N.C. Gen. Stat. § 62-110.7(d) allows the utility
to recover all reasonable and prudently incurred project development costs in a rate case
amortized over the longer of five years or the period during which the costs were incurred,
which in this case is 12 years. It should be noted that while N.C. Gen. Stat. § 62-110.7(c)
provides for rate base treatment of project development costs and therefore includes a
return, N.C. Gen. Stat. 8§ 62-110.7(d), applicable to cancelled projects, only requires
amortization of the costs and does not mention, and certainly does not mandate, a
return.s8

Witness Fallon testified that on December 7, 2007, DEC filed an Application for
Approval of Decision to Incur Continued Generation Project Development Costs. Tr. Vol.
10, p. 186. Specifically, DEC sought approval of its decision to incur the North Carolina
allocable share of an additional $160 million of Lee Nuclear Project development costs
during 2008 and 2009 to maintain the ability to begin nuclear construction to serve
customers in the 2018 timeframe as identified in the Company's 2007 IRP. Tr. Vol. 10, p.
187. The Commi ssion approved DEC@®B08 Ordeg.ure \got.
10, p. 188.

On November 15, 2010, DEC filed an Amended Application for Approval of
Decision to Incur Nuclear Generation Project Development Costs seeking approval to
incur an additional $229 million of project development costs (later revised to
$287 million), for a total of $459 million (including AFUDC) for the period January 1, 2010
through December 31, 2013, to allow Lee Nuclear to remain an option to serve customers
in the 2021 timeframe. Tr. Vol. 10, pp. 188-89. The Commi ssi on di d
request as filed, but in its Order dated August 5, 2011 (2011 Order), the Commission
ruled that the nuclear project development costs incurred on or after January 1, 2011,
would be subject to a not-to-exceed cap of the North Carolina allocable portion of $120
million and that its approval granted was limited to those nuclear project development
costs that must be incurred to maintain the status quo with respect to the Lee Nuclear

not a

Project, i ncluding DECO6s application for a ¢

Nuclear Regulatory Commission (NRC). Tr. Vol. 10, pp. 190-91. As in the 2008 Order,
the Commission allowed DEC to continue provisionally accruing AFUDC, stated that the
Company would need to request regulatory asset treatment for any abandoned project
development, and required DEC to continue filing semi-annual reports detailing activities
and expenditures. Tr. Vol. 10 p. 191. The Commission did not retroactively approve the
decision to incur project development costs during 2010. DEC did not seek further project
development cost approval orders after the 2011 Order.

DEC witness Fallon testified that the Company incurred costs for the development
of the Lee Nuclear Project of approximately $542 million through June 30, 2017. The

38 The return at issue here is the return associated with the unamortized balance of a plant that has
been abandoned, the costs of which, if not deferred for potential rate recovery through amortization, would
otherwise be written off as of the date of abandonment as a loss on the income statement. It is not the
return nor mal |y a&asthalane duringonsruciioh, ghe dlldvsnce for funds used during
construction (AFUDC), which isiincludedi n t he definition of 0 pforthjn&Ct
Gen. Stat. § 62-110.7(a).
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costs are composed of the following categories: Combined Operating License Application
(COLA) Preparation, NRC Review and Hearing Fees, Pre-Construction and Site
Preparation, Land and Right of Way Purchases, Supply Chain, Construction Planning and
Engineering, Operational Planning, Post COL, and AFUDC ($232 million of the $542
million), as r e pannuadlepgbrtsitorthe DA Bsson. IreMoli 10, p. 178;
Tr.Vol.11p.19.He stated that in order to fAmaintain t
cap setinthe 2011 Order in 2013. Tr. Vol. 10, p. 192. Specifically, witness Fallon indicated
that DEC began limiting its activities to only those activities and costs necessary to
preserve the option of bringing the plant online around the 2021 target date, did not order
equipment, and wound down non-essential site specific work and construction planning
activities. Tr. Vol. 10, p. 208. He noted that the Company continued to substantially
complete the design of the commercial buildings so that they could be completed in time
to meet the 2021 date identified in the IRP. Id. According to witness Fallon, the Company
completed its contractual commitments in areas no longer necessary to maintain the
status quo and narrowed the scope of work to reduce costs. Further, he indicated that the
Company wound down contracts so to preserve the work to be efficiently resumed at a
later date. Id.

Witness Fallon also noted that the Company submitted a COLA with the NRC for
two Westinghouse AP1000 Pressurized Water Reactors on December 13, 2007. Tr. Vol.
10 p. 180. He noted that a number of factors, many outside the control of DEC, led to a
longer licensing period than originally anticipated. Tr. Vol. 10, p. 192. Witness Fallon
stated that on December 19, 2016, the NRC issued a COL for the Lee Nuclear Plant
allowing DEC to construct the units and to operate them for 40 years. Id. The licenses are
renewable for an initial 20-year period and possibly a second 20-year period. Tr. Vol. 10,
p. 181. Witness Fallon stated that under the terms of the COL, DEC is not compelled to
build and operate the nuclear plant. Id.

Witness Fallon noted that the IRPs between 2006 and 2016 identified Lee Nuclear
as a cost effective option to meet the need for base load, but the date of the earliest need
for each unit moved to 2026 and 2028 in the 2016 IRP. Tr. Vol. 10, p. 185. He pointed
out that through the 2016 IRP, Lee Nuclear Project continued to be least-cost carbon free
generation option for customers. Tr. Vol. 10, p. 193. In addition, witness Fallon noted that
having the COL for the Lee Nuclear Project would reduce the lead time required to license
new nuclear plant at the site. Id. WitnessFal | on al so i ndicated that
the first Lee Nuclear unit would be needed no earlier than 2031, and then only in a carbon-
constrained scenario with the assumption of no existing nuclear relicensing. Tr. Vol. 24,
pp. 61-62.

In regard to the request to cancel the Lee Nuclear Project, witness Fallon said that
since issuance of the COL, the risks and uncertainties in regard to beginning construction
have become so great that cancellation was in the best interest of customers. Tr. Vol. 10,
p. 195. He noted that in early 2017, Westinghouse announced its plans to exit the nuclear
plant construction business, and then, on March 29, 2017, announced its bankruptcy. Tr.
Vol. 10, p. 196. Additionally, the first two plants being constructed with AP1000 reactors,
in South Carolina (V.C. Summer Project) and Georgia (Vogtle Project), have cost billions
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of dollars more than originally estimated and have faced significant delays. 1d. Witness
Fallon stated that the Westinghouse bankruptcy and the decision to stop construction at
the V.C. Summer Project led to great uncertainty about the cost, schedule, and execution
of construction for future nuclear projects, directly impacting the Lee Nuclear Project. Tr.
Vol. 10, p. 198. Therefore, due to these uncertainties and risks, as well as projected low
natural gas prices and uncertainty about carbon emission costs, witness Fallon testified
that the Company thoughtthati t i s n ot beshinterastsotcanstrect asdoperate
Lee Nuclear before the end of the next decade. Id. As a result, the Company requests to
cancel the project, but maintain the COL. Tr. Vol. 10, pp. 198-99. Witness Fallon indicated
that there would be post-COL costs of approximately $700,000 per year so the Company
could make annual filings with the NRC and maintain the property. Tr. Vol. 11, p. 72.

DEC witness Diaz testified that in his experience as an NRC Commissioner,
including serving as Chairman, he was thoroughly familiar with the AP1000 design and
with the NRC licensing process. Tr. Vol. 10,p.221.1 n r evi ewi ng DECO
the preparation of a COLA in 2005 and submit it to the NRC on December 13, 2007,
witness Diaz stated DEC had chosen the optimal path to pursue licensing by using the

S

deci

NRC6s new nuclear reactor | i.kcRragi2Rge(Part®) ocol

(Tr.Vol. 10, p. 223), but that significant time was necessary due to Part 52 being untested.
Tr. Vol. 10, p. 233. He noted that when DEC submitted its COLA, the NRC schedule
provided for a 42-month period between submission of the application and receipt of the
COL, though there was an expectation of a longer period due to the number of
applications. Id.

Witness Diaz explained that the process to license the Lee Nuclear Project was
del ayed for a number of reasons outside
NRC6s review of the Yucca MoVoh 10app.i235436),che
Waste Confidence Rule (Tr. Vol. 10, pp. 236-37), the Fukushima Dai-ichi accident (Tr.
Vol. 10, pp. 238-39.), and the new Seismic Source Characterization. Tr. Vol. 10, p. 240.
Additionally, delays occurred as DEC updated its COLA from Rev 16 to Rev 19 of the
AP1000 (Tr. Vol. 10, pp. 241-42), changed the location of the reactor based on it
improving reactor building stability and being more economical to construct (Tr. Vol. 10,
pp. 242-43), added a make-up pond for cooling water due to the limited water in the main
cooling source (Tr. Vol. 10, pp. 243-44), and amended the COLA to revise the cooling
tower design. Tr. Vol. 10, p. 244. Witness Diaz testified that he believed that DEC acted
prudently in making each of these changes and thus the resulting delays were
reasonable. Tr. Vol. 10, pp. 241-44. He also noted difficulties associated with using Part
52 licensing that slowed the process, including requests for additional information (RAISs)
and generic design issues, as well as design errors in Rev 19, all of which witness Diaz
concluded DEC had managed in a reasonable and prudent manner. Tr. Vol. 10, pp.
245-48.

Witness Diaz also reviewed the cost breakdown for the COL and project-related
costs for the Lee Nuclear Project and found that they compared favorably to the costs
incurred by Florida Power & Light (FP&L) for its Turkey Point Units 6 and 7 COL. Tr. Vol.
10, p. 249. He discussed the disadvantages that would have resulted if DEC had
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suspended its efforts to license Lee Nuclear, the value of the Lee Nuclear COL, the

advant ages of -dEdpdraach)andthe reasonabdeness of the selection of

the AP1000 design. Tr. Vol. 10, pp. 250-51. Witness Diaz concluded that based on his
experience, DEC6s approach to | icejdamgs and m
decision to extend the targeted operation dates, were reasonable and consistent with best

practices. Tr. Vol. 10, p. 253. He further determined that the project costs incurred were

reasonable and prudent. Tr. Vol. 10, p. 234.

DEC witness McManeus testified that the Company proposed amortizing the
accumulated construction work in progress (CWIP) balance related to the Lee Nuclear
Project. Tr. Vol. 6, p. 257. In her direct testimony, withess McManeus stated that the
adjusted CWIP balance reflecting the actual costs incurred through June 30, 2017 and
incorporating estimated additional expenditures through March 31, 2018, was
$353.2 million and $527.1 million on a North Carolina and system basis, respectively. 1d.
She noted that non-depreciable land and its associated AFUDC had been removed from
the balance. 1d. This results in an annual revenue requirement of $52.6 million, consisting
of an annual amortization expense over 12 years of $29.5 million, and a net of tax return
on the unamortized balance of $23.1 million. Id.

CUCA witness O6Donnell testified that DECE
2011 Order without coming to the Commission for approval of its decision to incur further
project devel opment costs was$oafibegnesnangi of D
to ask peTr.Mol.d&p.6ln. O

Tech Customers witness Kee testified regarding the Lee Nuclear Project. Tr. Vol.
18, pp. 164-65. Witness Kee addressed various issues surrounding whether DEC should
recover costs incurred to develop the Lee Nuclear Project. Id. at 165-66. Witness Kee
recommended that (1) DEC should only recover those costs incurred up to December 31,
2009, if those costs were within the amounts preauthorized by the Commission; (2) DEC
should not recover any costs incurred during 2010; and (3) the Commission should
completely disallow or significantly limit any recovery of costs incurred between January
1, 2011 and June 2017. Id. at 204-05.

As an alternative to completely disallowing cost after January 1, 2011, witness Kee
divided the Lee Nuclear Project costs into two categories: Type 1 and Type 2. Id. at 181.
Type 1 costs are 0fAr elodt etdh et oL eteh eC ONKR Tgppr@d vi iceaw i
activities are nat most , i ndi r eadss, put weeel at ed
undertaken in preparation for the eventual construction and operation of the Lee nuclear
pr oj k.cat182 Witness Kee posited that Type 1 activities fall within the meaning of
Amai nt ai n t he status qguoo u n d ectivities regrese@tO 1 1 PL
expenditures beyond the status quo. Id. at 181. His alternative recommendation was to
allow only those costs after January 1, 2011 that relate to Type 1 activities and are less
than the amount approved in the 2011 PDO. Id. at 205.

Publi c Staff witness Met z testified regaro
cancellation of the Lee Nuclear project and recovery of the project development costs.
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He noted that the Public Staff hired as a consultant, Global Energy & Water Consulting,
LLC, a firm with extensive experience with nuclear construction activities and NRC
application processes, to (1) review the details of all costs charged to all the capital
accounts assigned to engineering, licensing, and regulatory compliance for the Lee
Nuclear Project; (2) review the decisions to begin, continue, and cancel the project, as
we l | as Iissues with the AP1000 desi gn,

incurred to those of other utilities; and (5) identify any costs that were not reasonably or
prudently incurred. Tr. Vol. 23, pp. 31-32. The Public Staff also reviewed the activities

and costs internally. Tr. Vol. 23, p. 32. Basedont he Publ i c Staffdés revi
the consultants, the Public Staff found that with one exception involving design costs for
a visitorsdéd center, the costs incurred (not

Staff witness Maness) were reasonably and prudently incurred based on information
known at the time. Tr. Vol. 23, pp. 32-33. Witness Metz recommended that costs incurred

for the architectural and engineering desi

that under the dictates of the 2011 Order, the costs did not directly support the COLA
process at the NRC and were not necessary to maintain the status quo at that time. Tr.
Vol. 23, pp. 33-34. This recommendation results in a disallowance of $507,009 on a
system basis, exclusive of AFUDC. Tr. Vol. 23, p. 36.

Public Staff witness Maness testified that on behalf of the Public Staff, he
investigated the reasonabl eness of the
project devel opment cost s, a nidning and énding the
accrual of AFUDC. Tr. Vol. 22, p. 100. Based on his review, witness Maness found the
date on which DEC began accruing AFUDC to be reasonable, but recommended that
AFUDC accrual end as of December 31, 2017, instead of the May 1, 2018, date estimated
by DEC. Id. He testified that under FERC Accounting Release No. 5, AFUDC accruals
must cease if construction is suspended or interrupted. Tr. Vol. 22, p. 101. Based on
discussions between DEC and the Public Staff, withess Maness stated that the Company
had confirmed that work on the Lee Nuclear Project had ended as of December 31, 2017,
and that the Company had ceased accruing AFUDC at that time. Tr. Vol. 22, p. 102. He
noted that removal of the estimated 2018 AFUDC from the costs proposed for Lee
Nuclear recovery resulted in a $9 million adjustment. 1d.

Public Staff witness Boswell contended that the Commission should adhere to its
longstanding position that no adjustment should be allowed which would effectively
enable the Company to earn a return on the unamortized balance of the construction
costs of a nuclear plant that had been abandoned. Tr. Vol. 26, p. 140. She argued that
the Commission has found in past cases that this treatment fairly allocated the loss
between the utility and customers, and that customers should not bear all the risk of the
cancelled plant. Id.

In his rebuttal testimony, witness Diaz disagreed with withess Ke e ds str at i fi

of costs into two categories on the basis that both types of costs were necessary for the
Company to adhere to the 2011 Order and to have the Lee Nuclear option available to
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could not have obtained the COL without exceeding the limits in the 2011 Order. Tr. Vol.
26, p. 182. Witness Diaz further testified about the value of the COL obtained by DEC.
Tr. Vol. 26, pp. 186-88.

In rebuttal, Company witness Fallon testified that the Company did not oppose the
recommendation of withess Maness to end the accrual of AFUDC for Lee Nuclear at
December 31, 2017. Tr. Vol. 24, pp. 32, 33. In regard to withness Met z0S pr opose
di sall owance for the costs associated with th
center, witness Fallonexp| ai ned the reasons why DEC sough
center as one of the buildings with early design work, but conceded that withess Met z 6 s
conclusion to recommend a disallowance for these costs was reasonable. Tr. Vol. 24,
p. 34.

Witness Fallon opposed the recommendation of Public Staff withess Boswell that
DEC should not receive a return on the unamortized balance of the Lee Nuclear costs
and associated accumulated deferred income taxes (ADIT). He noted that while witness
Boswell referred to the costs of Lee Nuclear as having been prudently incurred, the
financing costs of the unamortized balance were also prudently incurred costs. Tr. Vol.
24, pp. 34-35. Witness Fallon pointed out that N.C. Gen. Stat. § 62-110.7 does not prohibit
DEC from receiving a return on the unamortized balance of prudently incurred costs. Tr.
Vol. 24, p. 36. He argued that witness Boswell had not considered the specific facts of
this case in making her recommendation of no return, including the fact that the Company
had obtained a COL, the highly dynamic energy future, the advantages of maintaining
fuel diversity, and the uncertainty of nuclear relicensing. Tr. Vol. 24, pp. 37-39. Witness
Fallon also detailed the steps the Company took to mitigate the risks of the project. Tr.
Vol. 24, p. 39.

In regard to the testimony of Tech Customers witness Kee, witness Fallon
disagrees with the contention that all nuclear development costs must be approved or
authorized in advance under N.C. Gen. Stat. § 62-110.7 to be recoverable. Tr. Vol. 24,
p. 40. Witness Fallon noted that while the project development orders (PDOs) issued in
Sub 819 have specific authorizations, they do not foreclose the possibility that DEC may
recover costs outside of the strictures of those Orders. Tr. Vol. 24, p. 41. He also stated
that utilities are permitted, but not required, to seek approval of the decision to incur
project development costs under N.C. Gen. Stat. § 62-110.7, and that the Commission
did not appr ov dordpiidvd ® incuelLgeaiNusldar costs in 2010, but it
made no finding as to their recoverability. 1d. Witness Fallon testified that DEC had
exceeded the spending cap set in the 2011 Order. However, he testified that DEC
interpreted the 2011 Order as requiring the Company to limit its spending to amounts
necessary to preserve the option of building Lee Nuclear so that it would be available to
meet the target dates of need setnganuattvei n DEC
COLA atthe NRC. Tr. Vol. 24, p. 44. In order to maintain this active COLA status, witness
Fallon explained that DEC had to continue its permitting, pre-construction, engineering,
design, construction planning, and operational planning activities to maintain the status
quo. Tr. Vol. 24, p. 45. Further, witness Fallon testified that it was necessary for DEC to
continue its efforts in many areas to avoid signaling to the NRC that DEC was not actively
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pursuing the Lee COL, which could have resulted in termination of the review process by
the NRC prior to the issuance of the COL. Id.

On cross-examination, witness Fallon identified Tech Customers Fallon Rebuttal

Exhibit 1 as an internal presentation made 1in
by himself and the nuclear development staff regarding the future of the Lee Nuclear
Project. Tr. Vol. 24, p. 54. The exhibit showed the projected dollars spent that exceeded
the limits of PDOs issued by the NCUC and the South Carolina Public Service
Commission. Tr. Vol. 24, p. 56. The presentation indicated that filing for a subsequent
PDO would put the NCUC in a Aadifficult positi
the 2011 proceeding had testified that DEC would not proceed with Lee Nuclear unless
the North Carolina General Assembly had enacted legislation allowing DEC to receive
CWIP costs through a specified cost recovery process.®® Tr. Vol. 24, p. 57. The
presentation also noted the negative impact on the Lee Nuclear business case of
projected low natural gas prices. 1d. The presentation also pointed out the negative effect
on the Lee Nuclear project that would result from a rejection of a further request for
approval to incur nuclear development costs. Tr. Vol. 24, p. 58. Based on these factors,
Nuclear Development recommended in 2012 that the Company not seek an additional
PDO. Id. The Company also had another internal meeting in early 2013 where it again
decided against pursuing a further PDO for similar reasons, as well as delays occurring
with the NRC process. Tr. Vol. 24, pp. 62-64. Following the merger of Duke Energy
Corporation and Progress Energy, Inc., a third senior management meeting was held in
November 2013 to consider whether to pursue a PDO. Tr. Vol. 24, pp. 65-66.

Witness Fallon agreed that one of the purposes of N.C. Gen. Stat. 8§ 62-110.7 is
to help alleviate some portion of the risk that certain costs incurred for nuclear project
development activities may be found to be imprudent. Tr. Vol. 24, p. 71. Witness Fallon
stated that he was the Companywithness supporting DEPO&s request
to recover COLA costs of approximately $45.3 million for its cancelled Harris Nuclear
project. Tr. Vol. 24, p. 74. In that case, DEP did not seek a return on the unamortized
balance of the costs for the COLA for the cancelled Harris Nuclear project. Tr. Vol. 24,
p. 75. However, witness Fallon argued that the Harris Nuclear and Lee Nuclear projects
are different because DEC had sought approval for the Lee Nuclear Project under N.C.
Gen. Stat. § 62-110.7, the Lee Nuclear project had progressed beyond the development
stage to receipt of a COL, and that the investor risk differed due to the amount of spending
and the scope of activities. Tr. Vol. 24, pp. 75-77. Finally, witness Fallon acknowledged
that while having the COL means that DEC may use its option to build the Lee Nuclear
plant when the time is right, the time may never be right. Tr. Vol. 24, p. 82.

In her rebuttal testimony, Company withess McManeus noted that the Company
did not oppose the recommendations of Public Staff withess Metz to remove certain costs
associated with the design of a visitorsdcenter from the Lee Nuclear costs or Public Staff
witness Maness to remove AFUDC for the months after December 2017. Tr. Vol. 26,

39 This testimony by Mr. Rogers was one of the factors cited by the Commission in its decision to issue
only a |imited approval of DEC6s decision to incur pr o]
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p. 310. She testified that the Company did oppose the adjustment recommended by
Public Staff withess Boswell to remove the unamortized balance of deferred project
development costs and the associated ADIT from rate base, thereby preventing the
Company from earning a return on the unamortized balance. Id. Withess McManeus
argued that the Commission should consider that the Lee Nuclear project costs were
financed by investors and should appropriately be in rate base. Tr. Vol. 6, p. 311.
According to witness McManeus, if the Commission determines that the Lee Nuclear
costs were incurred prudently, it should include those costs in rate base, thereby allowing

the Company to earn a return on the unamortized balance. 1d. On cross-examination,
withess McManeus agreed that the decision to allow the Company to earn a return on
cancelled plant was withi nr Yoh& p. C32n8ma farthar o n
agreed that once the amortization of Lee Nuclear was completed, it would be
inappropriate for the Company to re-establish the asset and thus recover it from the
customers again. Tr. Vol. 26, p. 110. She indicated that if recovery of Lee Nuclear costs
were allowed, DEC would have a regulatory asset that would be amortized over the period
all owed, and then in DECG6s nextoryrassétwouldlzes e, t h
addressed. Id.

o
(2]
o

Discussion and Conclusions on Lee Nuclear

A. Recovery of Costs

In regard to specific items of cost, the Commission agrees with Public Staff witness
Metz that costs incurred for the architectura
did not directly support the COLA process at the NRC and were not necessary to maintain
the status quo at that time as directed by the 2011 Order. As such, these costs should
be disallowed. The Commission also agrees with Public Staff withess Maness that
accrual of AFUDC on the project should have stopped after all substantive work on the
project had come to an end by December 31, 2017. As noted above, DEC did not contest
either of these two proposed adjustments.

As noted above, Tech Customers witness Kee recommended disallowance of the
costs incurred in 2010 and the costs in excess of the limit set in the 2011 Order. In its
proposed order, Tech Customers supports this position. NC WARN supports the
recommendations of witness Kee in its brief. In its proposed order, the AGO argues that
given the evidence challenging thereasonable ness and prudence of DEC¢
on and after January 1, 2011, and DECG6s fail.
what it would have cost to maintain the status quo, the costs incurred on or after January
1, 2011 for new development activities should be disallowed. The Commission finds that
wi t n e s srecétenendlaion appears to be based on a misinterpretation of N.C. Gen.
Stat. § 62-110.7. First, N.C. Gen. Stat. § 62-1 1 0. 7(b) includes the wor
t hat it i s discretiont whetheruttwill seekttoyiicsr approval of its decision to
incur nuclear project development costs under the statute. Costs for which preapproval
is not sought, such as those in 2010, are still appropriately considered in a general rate
case proceeding under N.C. Gen. Stat. 8§ 62-133, including the prudence of the decision
to incur the costs. Similarly, the costs that were incurred outside the cap set in the
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2011 Order are appropriately considered in this proceeding. N.C. Gen. Stat. § 62-110.7

provides a utility approval only of its decision to incur nuclear development costs under

the circumstances at the time of the decision. No particular costs are approved or found

to be reasonable, and circumstances can change after issuance of the approval making

it no longer reasonable to incur costs. As discussed by DEC witness Fallon, DEP elected

to pursue development of its Harris Nuclear project without obtaining approval under N.C.

Gen. Stat. § 62-110.7 and the Commission approved recovery of the costs of the COLA

in DEPG6s recent rate case without regard to w
N.C. Gen. Stat. § 62-110.7. The Commission further disagrees with witness Kee that what

he categorizes as Type 2 costs should be disallowed because they were not necessary

to maintain the status quo. The Commission finds that, except as discussed above in

regard to the wvisitorsoé center and AFUDC, t h
incurred to maintain the status quo and ensure that Lee Nuclear would be an option for

the dates of projected need in DECO6s | RPs.

B. Cancellation of the Lee Nuclear Project

The Company has stated that it seeks Commission approval to cancel the Lee
Nuclear Project. The Commission agrees with DEC witness Fallon that the risks and
uncertainties in regard to beginning construction of the Lee Nuclear Project, including the
Westinghouse bankruptcy, issues with Toshiba, the cancellation of the Summer project,
overruns and delays at the Vogtle project, as well as natural gas prices and potential
carbon emissions regulation, have become so great that cancellation is in the best interest
of customers. Fur t her, DEC6s 2017 | RP does not show a
and then only under a number of assumptions.

While nopartyexpres sed opposition to DECOGs decision

Project, in their proposed orders, the Tech Customers and the Public Staff question the

authority of the Commission to cancel the project noting that the Commission had never

granted the project a CPCN under N.C. Gen. Stat. 8 62-110.1, nor had any other state

approved the project. While there may be merit to such observations, suffice it to say, the

Commission finds and concludes that adequate justification exists to support cancellation
oftheLeeNucl ear Project and that DECOG6s decision
and prudent and in the public interest.

C. Return on Unamortized Balance

The Commi ssion is also in agreement with P
concerning the Companyds reguest to earn a re€
costs. Company witness McManeus acknowledged on cross-examination that in the
cases of Duke Power Co., Docket No. E-7, Sub 338, 72 N.C.U.C. 173 (Nov. 1, 1982);

Carolina Power & Light Co., Docket No. E-2, Sub 461, 73 N.C.U.C. 114 (Sept. 19, 1983);
and Carolina Power & Light Co., Docket No. E-2, Sub 481, 74 N.C.U.C. 126 (Sept. 21,
1984), all involving abandoned nuclear plants, the Commission had refused to allow a
return on the unamortized balance. She further stated that she knew of no other case
decided since 1982 approving a return on the unamortized balance; and neither the Public
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Staff nor the Commission has been able to identify any such case. The Commi Ssi 0n:¢
1982-84 decisions denying a return on the unamortized balance of nuclear plant costs

have been reaffirmed in cases such as Carolina Power & Light Co., Docket No.

E-2, Sub 537, 78 N.C.U.C. 238 (Aug. 5,1988),af f 6 d,rienw Opdaritn part, on ot
and remanded sub nom. State ex rel. Utils. Commd w. Thornburg, 325 N.C. 484, 385

S.E.2d 463 (1989). See also, State ex. rel. Utils. Comma v. Thornburg, 325 N.C. 463,

480-81, 385 S.E.2d 460-61 (1989), which held that the Commission had the legal

authority to deny a return on the unamortized balance of nuclear cancellation costs.

I n the Commissionds judgment, the decision
1982 are correct and should be followed in this case. The Commission has repeatedly
decided that the loss experienced upon the cancellation of a nuclear plant should be
shared between the shareholders and the ratepayers. As the Commission stated in its
Order in Duke Power Co., Docket No. E-7, Sub 358, 73 N.C.U.C. 255, 266 (Sept. 30,
1983), when addressing the |l oss associated w
precursor abandoned nuclear project at the same site):

It would be inequitable to place the entire loss of expenditures that were
prudent when made on the utility. Thus, amortization should be allowed.
However, on the other hand, the ratepayer must not bear the entire risk of
the Company's investment. A middle ground must be found on which the
Company bears some of the risk of abandonment and the ratepayer is
protected from unreasonably high rates.

See also, In re Carolina Power & Light Co., Docket No. E-2, Sub 461, 55 P.U.R. 4th 582,
601 (1983).

Accordingly, regulatory commissions in North Carolina and many other states have
allowed the utility to recover the costs of an abandoned plant through amortization, while
excluding the unamortized balance from rate base. In this way, a fair allocation of the
losses is accomplished: the ratepayers are required to bear the losses resulting directly
from the cancellation, while the shareholders must absorb the loss associated with the
delay in receiving their compensation. This is the policy that the Commission adopted in
Duke Power Companybd6s case in November 1982; w
the years since, and we see no valid reason to depart from it now.

The Commission does not agree with withessFal | on t hat the Compa
of three PDOs should factor into whether it should receive a return. The Commission
notes that the Company chose to act without a PDO in 2010 and after the second quarter
of 2013, over one third of the period of the project, thereby acting outside of the
requirements of and protections offered by N.C. Gen. Stat. § 62-110.7. While N.C. Gen.
Stat. §62-110. 7 i s permissive and the Commission h
Nuclear incurred costs and activities were reasonable and prudent (except as discussed
aboveinregar d t o the vVvisitorsodé center and AFUDC)
PDOs for the entire period, DECG6s receiving Cao
to incur nuclear project devel opment costs doce
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of its discretion under N.C. Gen. Stat. § 62-110.7(d) as to whether the Company should
get a return on the unamortized balance of the Lee Nuclear costs.

Additionally, the Commission rejects the contention by witness Fallon that having
obtained a COL should merit shifting the entire burden of cost and risk to ratepayers.
While the Commission agrees that the COL has value, that value will only be realized if
the plant is built. Pursuant to the 2017 IRP, that possibility would occur only under very
limited circumstances. Moreover, there is a cost to maintaining this option that DEC will
likely be requesting ratepayers to bear in future rate cases.

Further, in Docket No. E-2, Sub 1035, DEP sought a deferral on its Harris COLA
costs, but requested no return on the unamortized balance, citing State ex rel. Utils.
Comm'n v. Thornburg, 325 N.C. 463, 385 S.E.2d 451 (1989) (holding that NCUC had
authority to allow CP&L to recover capital investment in cancelled plants through 10-year
amortization, with no return on the unamortized balance); Order Approving Stipulation
and Deciding Non-Settled Issues, Docket No. E-7, Sub 828 (December 20, 2007)
(treating GridSouth costs as an abandonment loss and allowing recovery of prudently-
incurred costs over a 10-year amortization period, with no return on the unamortized
balance); and Order Approving Partial Rate Increase, Docket No. E-7, Sub 358
(September 30, 1983) (allowing Duke Power to recover abandonment loss due to
Cherokee Nuclear Units 1-3 cancellation over a 10-year amortization period, with no
return on the unamortized balance). The Commission sees no reason to treat the Lee
Nuclear Project differently, regardless of the difference in costs or achievement of a COL.

The Commission also notes that in its proposed order, for the first time in this
proceeding, DEC argues that the Commission specifically made a distinction that it would
treat the Lee Nuclear project development costs differently for purposes of ratemaking in
its 2007 Order and that the General Assembly codified that distinction when it did not
prohibit a return on the unamortized balance of prudently incurred costs during the
amortization of a cancelled plant in N.C. Gen. Stat. § 62-110.7(d). In fact, DEC now
argues that the principles of statutory construction that it weaves between N.C. Gen.

Stat. § 62-110.7(c) and 110.7(d) support the Companyd s posi ti on t haat it
return on the costs invested to develop the Lee Nuclear Project, even though it is
cancell ed. With respect to DEC6s argument i n

disagrees. First, the Commission can unequivocally state that nothing in its 2007 Order
spoke directly to or implied support for the Company to be able to earn a return on the
unamortized balance.The Commi ssi on al so notes that DECOSs
it was within the Commissionds diwnandhei on wh
unamortized balance. Further, since the Lee Nuclear Plant is now cancelled, the term
Aét he potential nucl e &.C.Gpn Stat. 8§ @4d10t7(c)dsnolangep e ar s |
applicable to the issue at hand, and N.C. Gen. Stat. 8 62-110.7(d) is now controlling and
there is no mention in N.C. Gen. Stat. § 62-110.7(d) regarding a return on the unamortized
balance. In addition, although not applicable here, N.C. Gen. Stat. § 62-110.6(e),
regarding rate recovery for construction costs of out-of-state electric generating facilities
that are cancelled, directs the Commission to provide cost recovery as provided in N.C.
Gen. Stat. § 62-110.1(f2) and (f3). N.C. Gen. Stat. § 62-110.1(f2) and (f3) include the
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provision that Aét he Commission shal/l make a
because costs of construction previously added to the utility 6s r ate base pur
subsection (f1) of this section are removed from rate base and recovered in accordance

with this subsection. @mphasis added) This analogous portion of the statute makes clear

that costs associated with canceled plant are not part of rate base and the Commission

determines to interpret N.C. Gen. Stat. § 62-100.7 which is silent as to the issue similarly.

Il n summary, the Commission has carefully revi
Commission order or the ratemaking treatment prescribed in N.C. Gen.

Stat. § 62-110.7(c) is supportive, applicable, or controlling with respect to allowing a

return on the unamortized balance and disagrees.

Finally, although not discussed in the record, the Commission notes that during
the entire 12-year period in which DEC incurred and funded the project development
costs, it was allowed to accrue an AFUDC return. In fact, AFUDC comprises over forty
percent of the total Lee Nuclear project development cost. The accrual of the AFUDC has
already provided DEC, or its investors, a return on all non-AFUDC costs incurred during
the past 12 years and that return will be recovered in cash from ratepayers over the next
12 years as the total allowed cost is amortized. The Commission concludes this
consideration is supportive of its decision to require a fair allocation of costs for the
cancelled plant between the Company and its ratepayers by denying a return on the
unamortized balance during the 12-year amortization period.

D. Summary of Conclusions on Lee Nuclear

In summary, the Commission concludes in regard to the Lee Nuclear Project that
the costs were reasonably and prudently incurred except the costs of the architectural
and engineering desi gnAFOOC after Decesbert 3¢, 2E D Theent er
Commission finds that it is reasonable and prudent for the Company to cancel the Lee
Nuclear Project at this time. Finally, the Commission holds that the costs of the Lee
Nuclear Project should be recovered through amortization over a period of 12 years, with
no return on the unamortized balance.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 50-51

The evidence supporting these findings and conclusions is contained in the
C o mp a nveriliesd Application and Form E-1, the direct testimony of Public Staff
witnesses Robert Hinton and Michael Maness, the rebuttal testimony of Company
witnesses Stephen De May and David Doss, and the entire record in this proceeding.

Background of the Nuclear Decommissioning Trust Fund

Every nuclear power plant owner in the United States is required under rules
promulgated by the NRC to ensure that the nuclear plants it owns and operates are properly
decommissioned when they reach the end of their useful lives. Monies to pay for
decommissioning activities are collected from customers in rates and deposited in trust
funds, where they are invested and earn returns.
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DEC operates seven nuclear-powered units at three different power plants. Funds
the Company has collected in rates from customers over the years, pursuant to specific
authorizations contained in rate orders issued by this Commission, have been deposited in
nuclear decommissioning trust funds (while each nuclear unit has its own decommissioning
funds held in trust, for ease of reference, they are herein referred to collectively as the
(NDTF)) pursuant to the NRC rules. Under those rules, as well as rules promulgated by the
IRS, NDTF funds are to be used exclusively for nuclear decommissioning activities, which
include license termination, dealing with spent fuel, and site restoration.

Through procedures described in greater detail below, every five years the Company
engages a third-party consultant to perform a site-specific study and prepare a site-specific
estimate of the decommissioning costs which will be necessary to decommission the units
DEC owns and operates. Based upon that study, the Company files a report setting out
those estimates (the Decommissioning Cost Study Report, or Cost Report). Every five
years, based upon financial assumptions provided by additional third-party consultants, the
Company models NDTF balances at the time of decommissioning and files a report in a
prescribed format (the Decommissioning Cost and Funding Report, or Funding Report)
detailing the total revenue requirement/decommissioning expense needed to fund its
decommissioning obligations.

The Company last filed a Cost Report and Funding Report in 2014. Those Reports
indicated that based upon projected decommissioning costs and projected NDTF balances
(both projected decades into the future, inasmuch as decommissioning will not take place
until decades into the future), the NDTF was adequately funded. Tr. Vol. 12, p. 48.
Accordingly, the Company concluded that, at least as of that time, the Company need not
collect in rates any cost with respect to nuclear decommissioning, and that additional
contributions to the NDTF need not be collected from customers. The Company has not
collected any NDTF contributions from customers since January 1, 2015.

Thereafter, with the joint support of the Company and the Public Staff, the
Commi ssion implemented a decrement rider as
revenue requirements in order to reflect nuclear decommissioning costs at $0. In this rate
case, based upon standard escalations of the 2014 Cost Report and 2014 Funding Report,
the Company again concluded that the NDTF was adequately funded and determined that
it need not collect any nuclear decommissioning expense as part of its cost of service.

In this docket, the Public Staff has taken the position that the NDTF is overfunded by
$2.35 billion. The Public Staff asserts that in order to redress this supposed overfunding, the
Company should be required to refund the excess by assigning to nuclear decommissioning
Aexpenseo &9 milled)iutkatix fegafiveé $29 million i per year. Acknowledging
that the funds in the NDTF are untouchable for this purpose, in that they are to be used
solely for decommissioning, the Public Staff developed a proposal by which the funds would
be refu nded t o customer s t hrough t he mechani sm
decommissioning is complete.
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DEC contendst he NDTF i s noFRurthdt, aydiscussednbdi@vdunder
generally accepted accounting principles (GAAP), the Company believes it would have to
write off the proposed Al oando inasmuch as
to repayment. DEC also argues that the approach recommended by the Public Staff is
retroactive in nature, thus violating the prohibition against retroactive ratemaking in North
Carolina. Finally, DEC submits prior orders of this Commission including prior agreements
between the Public Staff and the Company appropriately provide for addressing surplus
decommissioning funds i if any i at the conclusion of decommissioning.

Summary of Evidence Relating to NDTF

On July 25, 1988, the Commission opened Docket No. E-100, Sub 56 (Sub 56
Docket) to consider issues relating to decommissioning cost and funding for nuclear power
plants owned and operated by the public utilities under its jurisdiction, namely Carolina
Power & Light Company (now DEP), Duke Power Company (now DEC), and North Carolina
Power (now Dominion North Carolina Power).%°

On November 3, 1998, the Commission issued an Order in the Sub 56 Docket (Order
Approving Guidelines (DECi Maness Cross-Examination Ex. 1, Tab 1)), in which it adopted
guidelines for the determination and reporting of nuclear decommissioning costs (the
Guidelines). The Guidelines establish the five-year cycle of report filing described above,
with respect to both the Cost Report, where the Company estimates decommissioning
costs, and the Funding Report, detailing the total revenue requirement/decommissioning

expense needed to fund the Comp.&urtled as Pdbbicc o mmi s

Staff withess Maness confirmed, the Public Staff is provided a 90-day period to issue
discovery and investigate the cost and funding analysis the Company sets out in its Reports.
Tr. Vol. 22, pp. 185-86. The Public Staff then has 90 days to prepare and file its own report.

IdIl n accordance with the Guidelines, the Publ

decommissioning Cost Reports and decommissioning Funding Reports.

i C

I n the Companyds | ast rate mmissieningexpenspr opos e

be $35 million. See 2013 DEC Rate Order, p. 110; DEC i Maness Cross Examination Ex.
1, Tab 3. The Public Staff, through witness Hinton, proposed an adjustment to reduce that
expense to $14.6 million, which the Company accepted and the Commission ordered. I1d. at

112. 1 n t he foll owi ng vy eyaar CosttRepert/FihdimpRaepory ycde f i v e

required it to file those Reports. As noted above, the Company concluded in connection with
those filings that the NDTF was adequately funded and that a decrement rider to reduce
nuclear decommissioning expense to $0 as of January 1, 2015 was warranted, which the
Commission ultimately ordered. DEC i Maness Cross Examination Ex. 1, Tabs 2 and 4; Tr.
Vol. 22, pp. 189-92.

As required by the Guidelines, the Public Staff investigated the 2014 Cost Report
and the 20114 Fundi ng Report, as wel |l as

40 The Chairman ruled that the Commission would take judicial notice of the filings in the Sub 56 Docket
in this proceeding. Tr. Vol. 22, p. 183.
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decommissioning expense be reduced to $0 through a decrement rider. Tr. Vol. 22, p. 193.

Its investigation was thorough, and the report that it prepared pursuant to the Guidelines

was likewise thorough and well thought-out. Id. at 194. In that report (Public Staff Report;

DEC 1 Maness Cross-Examination Ex. 2), the Public Staff noted that the NDTF fund balance

would exceed estimated decommissioning costs at license termination*! on a North Carolina

retail jurisdictional basis by $2.5 billion. Id. at 11-12. The Report further indicated in its
AConclusions and Recommendationso section the
investigation of the Cost Report and the Fund
responses to data request s, and had no disagr
calculation and implementation of the $0 expense/revenue requirements or any other aspect

of its decommissioning cost and funding activity.0ld. at 12. The Public Staff Report then
concluded that apart from the i mplementation ¢
no recommendations for further action by the Commission in this matter.o Id. (emphasis

added).

In this rate case, the Company again determined that the nuclear decommissioning
expense in its cost of service was $0. Tr. Vol. 12, p. 49. The Public Staff, however, asserted,
through witness Hinton, that the NDTF was overfunded by $2.35 billion. Tr. Vol. 22, p. 252.
The Public Staff proposed that these fAexcesso
could be accomplished by reducing North Carolina retail expense by $29.1 million. Id. at
260.42

Under applicable NRC and IRS regulations, these funds could not be simply
withdrawn from the NDTF, a fact recognized by Public Staff. Id. at 252. It indicated instead,
through witness Maness, that if the Company 0c
its shareholders will be required to provide (i.e., loan) the funds for the expense reduction

€ .0ld. at 105 (emphasis added). Wi t ness Maness added that this
temporary basis.0ld. Company witness Doss testified, i f
rate-making mechanism is approved, and if actual experience mirrors the projections on

which the Public Staffés recommended refunds

entitled to collect on the loans to ratepayers until funds could be withdrawn from the NDTF
upon the completion of nuclear decommissioning activities, which is currently expected to
occur in approximately 50 years.0Tr. Vol. 12, p. 60.

Discussion and Conclusions

The key factual predicate to the Public St
overfunded. The facts in this case indicate that it is premature to reach such a conclusion.
The Public Staffés principal proponémwitnes®f t he
Hinton 1 did not testify that this is the case in absolute terms. Rather, his testimony is hedged
wi t h g uAsbumihg thee prejecteddd e c o mmi ssi oning costs and ea

41 Measurement at license termination is the manner in which the Guidelines require the Funding Report
to be filed. See DEC i Maness Cross-Examination Ex. 1, Tab 1, Attachment 1.

2Wi tness Hintonds direct testimony indicated that thi
he discovered an error in his analysis and corrected the figure to $29.1 million Id. at 260.
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accurate through when DECG6s | ast nuclear wunit
over-funded by $2.35 billion.0Tr. Vol. 22, p. 252 (emphasis added). A number of qualifiers

and the uncertainty regarding future events underlie wi t ness Hi ntonot®e concl
NDTF is currently overfunded. 1d. However, withess De May testified that on an NC retail

basis, the NDTF is actually underfunded as of the end of the test year:

[T]he NDTF balance was $2.19 billion as of December 31, 2016. The
estimated decommissioning cost (in 2016 dollars) as of December
31, 2016 was $2.46 billion. In other words, on a current dollars basis,
the NDTF was approximately 89% funded as of December 31, 2016.

Tr. Vol. 4, pp. 79-80.

Witness De May further testified that the Company uses three methods to determine
whether the funding levels in the NDTF are adequate such that the nuclear
decommissioning portion of cost of service should be assigned a zero-dollar cost. One is
the fAcurrent whiehliswmbal is desctibkdoathgve. Anot her i s the fip
valued met hod, which i s the Db.alke pojectel valuei t nes s
method measures, as its name suggests, the funds in the NDTF projected as of the end of
decommissioning, still decades into the future, compared to projected costs, again decades
intothefuture.| n ot her words, the pr oj e tojectedhalaniceu e met |
of the NDTF at the end of the decommissioning period, i.e., after all decommissioning
activities are completed, and is in future dollars (ranging from 2058 through 2067).0 Id.
(emphasis added). Witness De May testified that this measure indicates whether the NDTF
is adequately funded, but does not indicate that it is fully funded i for that, one cannot know
Auntil the |l ast dol |l aroldias568 pent on decommi ssi 0

The third method witness De May described i

This method, withess De May explained, uses a probability of success ratio to evaluate the
likelihood of having sufficient funds to fully decommission each nuclear unit. 1d. at 80. This
approach involves 5,000 Monte Carlo simulations of market returns and escalation factors
between the time of analysis and the end of decommissioning and generates a percentage
of scenarios for which funding is adequate to meet all future decommissioning obligations.
Wit ness De Ma )a]stofddecemberidle 20161 tine aucleai unit probability of
success ratios ranged from 77% to 85%, depending on the unit; conversely, the probability
of not having sufficient funds to decommission the nuclear units ranged from 15% to 23%.0
Id. (emphasis in original). Although these percentages may support a determination that no
additional funding from ratepayers is currently required to fund the NDTF, the Company
submits that in no way should this be interpreted as supporting a view that the NDTF is
Afoverfunded. O

The Company based its determination that the NDTF funding levels were adequate
and that, as a consequence, it would not request any nuclear decommissioning cost in its
revenue requirements in this case, on the fact that the NDTF has experienced higher than
expected returns recently and that the escalation rate assumption has remained modest. Id.
at 82. There is, of course, no assurance that these conditions will extend into the future, and
certainly no assurance that they will extend decades into the future. Uncertainty is further
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compounded by timing, as license extensions or unforeseen circumstances could
accelerate or push out t lhsefar psl esaalatisndrates are i r e me n
concerned, witness De May testified that the model used to estimate funding requirements

is highly sensitive to changes in the escal ati
forecasted escalation rate from 2.40% to 3.09%, a 0.69% increase, fully eliminates the

projected NDTF overfunded balance at the end of the decommissioning period.o Id. He

noted that for the period 1913-2017, the average consumer price index (CPI-U) rate has

been 3.24%. Accordingly, changing the escalation rate from the currently model rate of 2.4%

justto the average CPI-U increase overthepasthundr ed years means t hat
projected $2.35 billion overfunding disappears. Id. at 587.

He also testified regarding returns, fAYou p
jargon, past returns are not an indication of future results.0Tr. Vol. 5, p. 58. A 2015 Public
Staff Report (DEC i Maness Cross-Examination Ex. 2), noted:

The current healthy financi al position of
costs results largely from significantly higher than expected trust fund

investment returns that have been experienced in recent years. The trust

fund has not, however, always experienced such strong investment returns,

and in fact, there have been many years of low or negative investment

returns.

Id. at 13.4°

Witness Hinton attemptstoad dr ess concerns that the Publ ic
would lead to future underfunding by asserting that there are sufficient regulatory protections
to avoid any significant under recovery in the NDTF. Tr. Vol. 22, p. 252. However, DEC
contends that this statement ignores that some of those protections include restrictions
preventing withdrawals from the NDTF. As witness De May indicated,

[ T) here is a reason itoés i llltebgsalb etcoa utsaek e¢ m
[the NDTF is] not an investment accoun t , I tds not al tsdasvi ngs a
there for the very good public policy of decommissioning nuclear power

pl ants é.

Tr. Vol. 4, p. 588.

In light of all of the evidence presented, the Commission determines that it is
premature to find and conclude that the NDTF is overfunded. While the funding model
that is used to determine the annual nuclear decommissioning expense forecasts that
under various assumptions, the NDTF may be overfunded by approximately $2.4 billion,

43 For example, industry-wide from 2006 through 2008, the financial markets had a significant negative
impact on trust fund balances. See NRC Office of Nuclear Regulation, 2009 Summary of Decommissioning
Funding Status Reports for Nuclear Power Reactors (SECY-09-0146, October 6, 2009), p. 7, available
online at: https://www.nrc.gov/docs/ML0925/ML092580041.pdf. The Commission takes judicial notice of
this NRC report.

168


https://www.nrc.gov/docs/ML0925/ML092580041.pdf

the evidence also indicates that on a current dollar basis it is only 89% funded. The
Commi ssion agrees with witness De Mayods
funds to ratepayers now could lead to underfunding of the NDTF in the future. The record
shows that the NDTF has experienced higher than expected returns recently, and the
escalation rate used to forecast decommissioning costs has remained modest compared
to historical rates of inflation, both of which have contributed to favorable results. Changes
in assumptions for variables, including investment returns, escalation rates and
decommissioning start or completion dates, will all impact future NDTF funding levels, as
will deviation of future experience from current forecasts. In the judgment of the
Commission, while the NDTF is currently adequately funded, it is premature to find and
conclude that the NDTF is overfunded, and therefore, it would not be prudent to return
funds to customers at this time, and perhaps for several years, even if it were legally
permissible to do so.

conce

Given the Commissiondés finding and concl

for the Commission to address the related issues between the parties regarding GAAP
treatment, retroactive ratemaking and prior agreements.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 52-55

The evidence supporting these findings and conclusions is contained in the
C o mp a nveriliesd Application and Form E-1, the testimony and exhibits of DEC
withesses Spanos, Doss, and Kopp, Public Staff withess McCullar, and the entire record
in this proceeding.

Company witness Doss introduced Doss Exhibit 3, the revised depreciation study
filed in this docket (Depreciation Study), as prepared by Gannett Fleming Valuation and
Rate Consultants, LLC. Tr. Vol. 12, p. 56. As explained by witness Doss, the Depreciation
Study included updates to estimates of final plant depreciation costs for steam, hydraulic,
and other production plants, as well as updated forecasted generation plant retirement
dates. Id. at 77. In addition, witness Doss introduced Doss Exhibit 4, the
Decommissioning Cost Estimate Study (Decommissioning Study) prepared by Burns and
McDonnell Engineering Company, Inc. (Burns & McDonnell), an external engineering
firm. This report included estimates for final decommissioning costs at steam, hydraulic,
and other production plants.

DEC witness Doss testified that the updated depreciation rates for various fossil
and hydro plants reflect changes in the probable retirement dates to align with current
licenses, industry standards, or operational plans due to aging technology, assumptions
for future environmental regulations, or new planned generation. Tr. Vol. 12, pp. 51-52.
In addition, the Depreciation Study incorporates generation assets that have been placed
in service since the last study, as well as the W.S. Lee Combined Cycle Plant, once it
goes into service. Id. at 52. Additionally, the rate for meters to be replaced under the
Companyods Advanced Metering Infrastruct
recovery of the net book value over three years. Id. The Depreciation Study uses a
15-year average service life for the new AMI meters being deployed, increasing
depreciation expense. Id. Finally, withess Doss also notes that there is a net decrease in
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the depreciation expense for distribution, transmission, and general plant assets, primarily
driven by longer average service lives for assets such as overhead and underground
conductors and services. Id.

Public Staff withess McCullar and CIGFUR Il witness Phillips also made
recommendations related to depreciation expense. Witness McCullar recommended

several adjustments to the Companyds proposed

to future terminal net salvage costs (also known as decommissioning and dismantlement
costs), to other production plant interim net salvage percentages, and to remove inflation
from terminal net salvage costs. Tr. Vol. 26, pp. 777-78, 783-85. Witness McCullar
testified that based on December 31, 2016 investments, DEC was proposing an increase
in its depreciation annual accrual of $81,480,296. Tr. Vol. 26 p. 773. Based on Public

Staff withess Mc Cul | ar 6s i nvestigati on, the Publ

ic S

DEC6s depreciation annual accrual b f20166 20, 709

investments, a decrease of $60,770,730 from the amount proposed by the Company.

Tr.Vol. 26, p. 775. The di fference between the Companyi

proposed depreciation annual accrual results from four adjustments proposed by witness
McCullar, and one recommended by Public Staff withess Maness, as discussed below.
Finally, witness Phillips recommended that changes in the depreciation rates should net
to a zero-dollar impact.

Estimated Terminal Net Salvage Costs i Contingency

Burns & McDonnell conducted the Decommissioning Study for DEC, which formed
b a s i sterfinal netBelv&gé cost estimates. In that study, a 20% contingency

cb Staff witness McCullar recommended that the 20% contingency for future
nknownso included i n DECasalvagescbstsiveeelinenatedf
Tr. Vol. 26, p 778. Witness McCullar explained that including a 20% contingency factor
puts the risk of possible future unknowns on current ratepayers. Id. Witness McCullar
pointed out that DEC has not identified actual future costs to be covered by the
contingency, but estimates future terminal net salvage costs based on anticipated
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r future Aunknownso was included in DECO6s es
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contractors6 bi ds for dismantl ement of equi pment, 3

and restoration of the site, and then adds 20% for unknown costs that DEC cannot
specifically identify. Tr. Vol. 26, pp. 778-79. Public Staff witness McCullar testified that

puttingal | t he risk of fAestimated future unknown

was inappropriate and recommended a contingency of 0%. Tr. Vol. 26, p. 780. In

response to witness McCullardéds recommendati on
20% contingency is appropriately included in DECOs Decommi sBlé oni ng

explained that contingency protects customers by ensuring more accurate estimates of
the costs of terminal net salvage to be incurred in the future. Tr. Vol. 10, p. 108. He stated
that while these costs could not be specifically identified, it was reasonable to expect them
to be incurred. Id. Witness Kopp explained that direct decommissioning costs were
estimated based on performing known tasks under ideal conditions. Tr. Vol. 10, p. 109.
However, Company witness Kopp admitted that Burns & McDonnell did not obtain any
firm quotes for DEC facilities, but used unit pricing or its experience. Tr. Vol. 10, p. 137.
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Further, according to witness Kopp, the contingency was added to recognize the
likelihood of cost increases for unknown costs. Id. He pointed out uncertainties in work
conditions, scope of work, the manner in which work would be performed, estimating
guantities, weather, and unknown contamination, among other things. Tr. Vol. 10, pp.
109-10. DEC witness Kopp testified that inclusion of contingency costs was standard
industry practice. Tr. Vol. 10, p. 110. He explained that a 20% contingency was
appropriate at a site where power had been generated for years and where there was
likely to be more environmental contamination, and thus was based on the level of risk of
additional contamination. Tr. Vol. 10, pp. 111-12. Witness Kopp pointed out that there
had been no on-site testing for hazardous materials or environmental contamination, no
sampling of groundwater, no subsurface investigation, no asbestos inventories, and that
the cost estimates included only a minimal level of environmental remediation. Tr. Vol.
10, pp. 111-12. Company witness Kopp contended that it would not be prudent to try to
develop estimates that were more accurate or precise so that a smaller contingency
would be reasonable, because of the high cost of conducting such a study and the limited
time that the cost estimates could be considered reliable. Tr. Vol. 10, p. 113. Yet he
argued that while these estimates were not precise enough to develop a more reasonable
contingency, they were precise enough on which to base depreciation rates. Tr. Vol. 10,
pp. 113-14. DEC witness Kopp noted that Burns and McDonnell had performed a
decommissioning study for DEP i n 2012, and t hat studyo6s
decommissioning and demolition of Cape Fear, H.F. Lee, Sutton, Robinson, and
Weatherspoon plants forecast costs 11% lower than actually incurred. Tr. Vol. 10, p. 114.

Accordingly, witness Kopp explained that a 20% contingency on these costs is
both reasonable and warranted based on the risk level associated with the
decommissioning projects. As the Company pointed out in its Response to Public Staff
Data Request No . 17, the anticipatedcknownontr ac
dismantlement tasks under ideal conditions. Id. at 116. (emphasis added) Witness Kopp
contended that Public Staff withess McCullar had not taken into account that the direct
costs were based on known tasks occurring under ideal conditions. Tr. Vol. 10,
pp. 115-16. Witness Kopp also pointed out the minimal level of investigation Burns &
McDonnell made into the existence and costs of potential environmental contamination
and remediation, which he argued supported a 20% contingency. Tr. Vol. 10, p. 116.
Regarding withess Mc Cul | ar 6 s contention that t he Comg
contingency for costs that cannot be identified at this time, witness Kopp agreed that
specific future costs could not be identified, but noted that some typical costs that might
be incurred or that have been incurred on similar projects were known. Tr. Vol. 10, pp.
117-18.

On cross examination, Company witness Kopp indicated that the
Decommissioning Study did not take into account the impact of any planned changes to
convert the Belews Creek, James E. Rogers (Cliffside), and Marshall plants to dual fuel
capability as planned by the Company (Spanos/Kopp Cross Exhibit 1), which could
increaseordecr ease t he stTUdg.d® ppel2r20.Natheedd.the study
take into account any changes in steel and aluminum prices that might occur due to
imposition of tariffs. Tr. Vol. 10 pp. 133-34. Witness Kopp also stated that
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decommis si oning and demolition was the most pr u.
useful life, but acknowledged sale of a plant as another option. See Duke Ener gyo6s
announcement of the sale of its retired Walter C. Beckjord coal-fired power plant,
Spanos/Kopp Public Staff Cross Exhibit 3. Tr. Vol. 10, pp. 131-33.

In his testimony, DEC witness Kopp testified t h a[a]s endineering design for
demolition progresses and some of these unknowns can be determined through
subsurface investigations, asbestos sampling, and engineering specifications, the
amount of contingency may be reduced; however, contingency would never be
compl etely TFE.IMoimiOnhmt d2113.0He also stated t h a't the AComp:
performed no subsurface investigations, asbestos inventories, or groundwater sampling
to identify and define remediation requirements dur i ng thi s TpVahaOni ng pt
p. 112. However, on cross-examination, withess Kopp admitted that the Company did
perform asbestos inventories. Tr. Vol. 10, p. 136. But instead of relying on studies that
had been performed, ABur ns dhest hiftbcidalstodies.l..d di d |
Tr. Vol. 10, p. 136.

DEC witness Kopp highlighted all the environmental testing that has yet to be done
and all the uncertainties inherent in the study. While the Decommissioning Study was
conducted based on data from 2016 and 2017, DEC has since announced plans to
convert three of its plants to dual-fuel capability, changing some of the assumptions in the
study. While it is impossible to anticipate all future costs, merely being able to identify
possible future costs or costs incurred for other projects is not the most firm basis on
which to calculate contingency. This causes some concern for the Commission.

The Commission takes note that the Company failed to take into account the
possibility that scrap prices may increase or that the production plant may be repurposed,
or sold. Further, DEC withessKoppd6s <c¢cl aim that a contingency
the unknown of asbestos is not fully supported by the record in this proceeding, since
DEC has performed asbestos inventories and identified an asset retirement obligation for
these legal asbestos abatement obligations. See Kopp/Spanos Public Staff Exhibit 4.
Identifying these costs should reduce the unknown of asbestos and thus reduce any
contingency.

Based on the above discussion and all of the evidence in the record, the
Commission finds that the contingency proposed for net terminal salvage in this
proceeding of 20% is improper and should be reduced. While the Commission
appreciates the Public Staff6 s ¢ o n ¢ e r n depreciatiok ratespow, hg potential for
further environmental costs and remediation costs should not be given short shrift,
especially in light of other environmental costs that are discussed elsewhere in this Order.
However, the Commission acknowledges the arguments that the Public Staff has made,
and in an attempt to strike a fair balance, the Commission finds that a 10% contingency
factor is fair to all partes. The Commi ssi on further notes that
case proceeding, Docket No. E-2, Sub 1142, the Commission approved a 10%
contingency factor. The Commission is confident that a 10% contingency factor, while
l ess than DECO6s r @4 sheutdtpmtdct theaCompany fromfaddifional
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costs it will incur but cannot specify at the present date. The Commission also finds that
a 10% contingency factor properly reflects the inclusion of items that should push
unknown costs downward (i.e increase in scrap prices, etc.) thereby protecting the
ratepayers as well. Based on the foregoing, the Commission concludes that including a
contingency factor of 10% should be utilized by the Company.

Cost Escalated to the Date of Retirement

Itis importanttor ecover the service value of t
the net salvage costs that will be incurred in the future. As DEC withess Spanos
explained, using the straight-line method of depreciation, these costs are recovered
ratably, orinequala mount s, each year ovesplahthTe Vdl. 10f
p. 83. This approach is consistent with the Uniform System of Accounts, which specifies
that the cost of removal is the actual amount paid at the time the transaction takes place.
Id. at 84. As such, including the future cost of net salvage for plant accounts is consistent
with established depreciation concepts. In developing decommissioning cost estimates,
it is necessary to escalate those estimates to the time period in which the cost is expected
to be incurred.

Public Staff withess McCullar testified that the Company took the estimated future
terminal net salvage costs from the Decommissioning Study, which are in year 2016
dollars, and inflated them to the year of the assumed retirement of the production plant.
She testified that DEC proposes to collect these inflated amounts in today's more valuable

he Co

dollars from ratepayers. Tr. Vol. 26, pp. 780-81. Withess Mc Cul | ar 6 s ®xhi bi t

showed how for the Cliffside plant, the estimated terminal net salvage cost of $48,075,000
in year-2016 dollars was inflated to $105,945,645 in year-2048 dollars, assuming an
annual inflation rate of 2.5% to 2048, the estimated year of retirement, increasing the
estimated net salvage cost by a factor of 2.2. Tr. Vol. 26, p. 781. DEC proposes to begin
collecting this $105,945,615 calculated using year-2048 dollars from current ratepayers,
who would be paying in current dollars. Id. Public Staff McCullar contended that it would
be unreasonable in this case to collect these inflated costs of removal in current dollars
because it imposes too much risk on ratepayers due to the significant period of time over
which the inflation is estimated. Tr. Vol. 26, p. 282.

Witness McCullar recommended that DEC should inflate the terminal net salvage
costs to the year 2023, or the retirement date, whichever occurs first. Witness McCullar
testified that she selected 2023 because it aligned with the time when the Company is
expected to file its next rate case. Witness McCullar stat e d , Asince d
approved in this proceeding are expected to go into effect in 2018, the year 2023 would
be five years later, by which time depreciation rates would have been reviewed in a new
base rate ¢ a ¥reVolo26, p. 784. Witness McCullar noted that her recommendation
reduces the risk on ratepayers associated with paying rates based on extended periods
of estimated inflation, while protecting the Company from the risk that it would not be able
to collect its net salvage costs. Tr. Vol. 26, p. 784.
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WithnessSpanos expl ained that many of the
for many years. Tr. Vol. 10, p. 86. Witness Spanos highlighted the importance of

Comp a

Aunderstanding the Companyds expecteatimatesns f

within the industr y Id.@at 91. Accordingly, the net salvage costs must be escalated so
that the correct amounts are allocated over the remaining lives of the plants. Tr. Vol. 10,
p. 86. The approach used by the Company to escalate cost is widely supported by
authoritative depreciation texts and industry practice. For example, withess Spanos
pointed out that the NARUC Manual provides the following:

Under presently accepted concepts, the amount of depreciation to be
accrued over the life of an asset is its original cost less net salvage. Net
salvage is the difference between gross salvage that will be realized when
the asset is disposed of and the costs of retiring it.

Tr. Vol. 10, p. 88. (emphasis added).

In addition, Wolf and Fitch, another highly regarded authoritative depreciation text,
provides further support for the position that inflation is appropriately a part of the future
cost of net salvage. Wolf and Fitch also argue against a present value or current value
concept. In his testimony, Witness Spanos provided the following passage from Wolf and
Fitch:

Some say that although the current consumers should pay for future costs,
the future value of the payments, calculated at some reasonable interest
rate, should equal the retirement cost. Studies show that the salvage is

often fimore negativeo than forecasters

Tr. Vol. 10, p. 89.

Finally, witness Spanos referenced Accounting for Public Utilities by Robert L.
Hahne and Gregory E. Aliff to support the proposition that the Uniform System of
Accounts and regulatory definition require net salvage to be estimated at a future price
level. Id.

The testimony and evidence presented in this case demonstrates that authoritative
texts and sound depreciation practices support escalating terminal net salvage costs to
the date that the costs are expected to be incurred. Despite arguing against an approach
in which the Company would recover costs over the life of the asset, withness McCullar
concedes that some escalation is necessary. In fact, withess McCullar escalated terminal
net salvage to the projected date for

calculations. Further, witness Mc Cul | ar 6 s escal ation rat e

timing of when the Company files its base rate case and lacks any nexus to the timing of
the future retirement of the asset. The Commission notes that the record is void of any

t he

i s

accounting |l iterature support for witness

approach be appropriate.
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The Commission cannot rely upon the scheduling of rate cases to remedy the flaws

in witness McCull ardés alternative proposal. \

by sound depreciation methods and would likely result in the under recovery of net
salvage costs over the life of the asset. To that end, other state utility commissions have
rejected witness McCul | arnéuppor@d. Foe exampte, iv @
recent case before the Washington Utilities and Transportation Commission (WTC),
witness McCullar advanced similar arguments against the escalation of terminal net
salvage costs along with other recommendation related to depreciation.** In rejecting the
recommendation, the WTC noted that Public Counsel and witness McCullar provided no

appr

response to the critique t h at witness McCull arés approache
|1

authoritative accounting literature.* The WTC found witness

proposal A[v]ague in its methodol ogy, not

and supported byunwarrant ed assumpti ons. 0

The fact is the vast majority of jurisdictions use a method for net salvage in which
future net salvage is estimated at its future cost and recovered through straight-line
depreciation (also known as the traditional method). Approximately 46 out of 50
jurisdictions recover future costs using the straight-line depreciation method. The use of
this method is also consistent with the treatment of escalation in the most recent DEP
rate case. As withess Spanos explained, depreciation should be done in a systematic and
rational manner based on information known at the time and consistent with the Uniform
System of Accounts. Id. at 165.

Considering all the evidence, the Commission finds and concludes that the
escalation of terminal net salvage cost and the use of the straight-line method of
depreciation in determining escalation as performed in the DEC Decommissioning Study
is just and reasonable, appropriate for use in this case, and is adopted.

Other Production Plant Interim Net Salvage Percent Production Accounts

In this case, DEC witness Spanos testified that he recommended a future net
salvage percent of negative 4% for other production accounts. Id. at 90. The estimated
future net salvage is part of the annual depreciation accrual, which is credited to the
reserve to cover the estimated future net salvage costs. As witness Spanos explained,
he established an interim net salvage percent on an account basis and then performed
the appropriate calculation in order to get the appropriate weighted interim net salvage,
excluding account 343.1. Tr. Vol. 12, p. 143. The net salvage estimates were based on

44 See Washington Utilities and Transportation Commission v. Puget Sound Energy, Final Order
Rejecting Tariff Sheet; Approving and Adopting Settlement Stipulation; Resolving Contested Issues, &
Authorizing and Requiring Compliance Filing, Washington Utilities & Transportation Commission, Docket
UE-170033 (December 5, 2017) Puget Sound Order.

45 Puget Sound Order, pp. 50-51.

4% |d.at60. TheWTCnot ed further that witness McCullards

salvage expenditures PSE incurred during recent years would effectively recover net salvage as an
operating expense, not a depreciation expense. o0
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an analysis of historical cost of removal and salvage data, expectations with respect to
future removal requirements, and markets for retired equipment and materials. See Doss
Exhibit 3 1V-2; Tr. Vol. 12, p. 116. The interim net salvage component is approximately
32% of the utilized net salvage percent for other production plant. Id. at 90. Witness

Spanos further testified thathenot ed t hat the Public Staffds

salvage percentage had been included in the depreciation rate proposed for the Lee
Combined Cycle Plant. Id. DEC witness Spanos contended that determining an interim
net salvage percentage for other production plant should be based on historical data as
well as informed judgment. Id. He stated that Accounts 343 and 344 included large
amounts of gross salvage related to older combined cycle facilities not applicable to all
assets in the account. ld. Company witness Spanos also stated that the high gross
salvage numbers were related to the rotable parts of combined cycle facilities, consistent
with DEP. Id.

Public Staff witness McCullar proposed a 0% net salvage value for accounts 342,
343, 344, 345, and 346. She testified that for some accounts, the annual accrual amount
that would be accrued for estimated net salvage is several times the annual amount DEC
actually incurs for net salvage. Tr. Vol. 26, p. 278. Witness McCullar indicated that the
historical analysis has been a positive $12,891,310 per year for the last three years and
a positive $8,649,160 per year for the last five years. Witness McCullar explained that

these positive net sal vage a ngoosssdlvage exoeddedt at e d

the Companyds incurred costs of removal
removal costs for these accounts. As a result, withess McCullar took the position that

DEC should utilized a 0% i n taetualiexperiered. Wies$ v a g e

McCullar further testified that the 0% interim net salvage would not include the final

decommissioningcosts. The i mpact of the Public Staffds

net salvage contingency and escalation rates and interim net salvage results in a

decrease i n DECO6s proposed depreciati on

$13,382,159, as shown on p 14 of Exhibit RMM-1 on the line for Total Production. Tr. Vol.
26, p. 786.

In response, witness Spanos testified that in the case of other production plant, it
is critical to understand all the components of the historical data. For example, in Accounts
343 and 344, there are large amounts of gross salvage and corresponding retirements
that relate to the early installations of combined cycle facilities which are not applicable
to all assets in the account. Tr. Vol. 10, p. 91. As witness Spanos described further, the
high gross salvage amounts relate to the rotable parts of the combined cycle facilities,
which are handled consistently with DEP& assets. Id. Under cross-examination by Public
Staff, witness Spanos explained that Account 343 contains high salvage amounts in years
2014, 2015, and 2016, but using informed judgment, he understood those amounts to be
related primarily to rotable parts and associated with combined cycle facilities. Using more
than just statistical analysis is necessary to evaluate these production plants; informed
judgment must also be relied upon as Witness Spanos did. In recommending the negative

4% interim net salvage percentage, witness

expectations for the assets as well as the estimates within the industry. Id.
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The Public Staff presented evidence on cross-examination of DEC witnesses
Kopp/Spanos regardingt he Companyds proposed positive ne
Accounts 343 and 344 were related to rotable parts. Kopp/Spanos Public Staff
Cross-Examination Exhibit 7 shows that DEC has established rotable parts in a separate
account, Account 343.1. Further, Kopp/Spanos Public Staff Cross Exhibit 8 shows that
the Public Staff did not propose any adjustment to the interim net salvage percentage for
Account 343.1, Prime Movers Rotable. Additionally, under cross examination, witness
Spanos admitted that Account 343.1, containing these rotable parts, was also excluded
from the Companyds interim rs842 343a344 345, endpr opo s
346. Tr. Vol. 10, p. 143.

Based on the evidence discussed above and the entire record in this case, the
Commi ssion finds that the Public Staffdos propc
of 0 for Accounts 342, 343, 344, 345, and 346 is reasonable. Historical data show that
using a negative value, as was previously set, has resulted in DEC overcollecting its
costs. It would be inequitable to charge customers for costs that the utility is unlikely to
incur. As discussed previously, the Company has stated publicly that it plans to file
multiple rate cases between 2019 and 2023, and therefore, this issue can be reexamined
in the next base rate case.

Other Depreciation Recommendations

CIGFUR Il witness Phillips recommended that any approved changes to
depreciation rates should net to a zero-dollar impact on the level of depreciation expense
included in rates. Tr. Vol. 10, p. 94. He further recommended that customers not be
burdened at this time by the impact of shortening service lives of generating plants based
upon assumptions about changing and evolving environmental regulations. Id.

As DEC witness Spanos correctly asserted, witness Phillips provided no support
or justification for his net zero proposal, other than a desire that depreciation rates not
increase. Tr.Vol.10,p.94. Wi t ness Phil lips offered no credi
filed Depreciation Study and provided no alternative analysis. The Depreciation Study
demonstrates that current depreciation rates are insufficient and that adjustments are
necessary for DECt o recover the full cost of $ts as:
customers. Id. at 95.

Furthermore, witness Phillips incorrectly states that depreciation rates have
changed due to changes to life spans as a result of environmental regulation. Witness
Spanos highlighted that there are a variety of reasons that depreciation rates change over
time as evidenced by the Depreciation Study filed in this case. The Depreciation Study
includes all of DECG6 assets, and changes in depreciation rates occur for many reasons,
including updated service life and net salvage estimates, updated historical data, and
additions to generating facilities. The Depreciation Study is based upon the available
information regarding t he Co nmpates théreforeansesiet s, at
to be updated to reflect current circumstances. Tr. Vol. 10, p. 95.
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For the foregoing reasons, CIGFUR lllwi t ness Phil lipsd bl

regarding depreciation rates lacks any conclusive support and is rejected.
Conclusion

In light of all of the evidence presented, the Commission finds and concludes that
the depreciation rates proposed by DEC in this case, which are based on the revised
Depreciation Study included as Doss Exhibit 3 and the Decommissioning Study included
as Doss Exhibit 4, with the exception of the adjustments discussed above, are just and
reasonable, fair to both the Company and its customers, and therefore, are approved.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 56-58

The evidence in support of these findings of fact and conclusions is contained in
the testimony and exhibits of Company witnesses De May, Fountain, and McManeus;
Public Staff witnesses Boswell, Parcell, and Hinton; Tech Customers witnesses Strunk
and Brown-Hruska, NCLM witness Coughlan; Justice Center et al. withess Howat; Kroger
witness Higgins; CIGFUR Il witness Phillips and the entire record in this proceeding.

The federal Tax Cuts and Jobs Act (the Tax Act) was signed into law on December
22, 2017. Among other provisions, the Tax Act reduced the federal corporate income tax
rate from 35% to 21%, effective January 1, 2018.4" It also repealed the manufacturing
tax deduction and eliminated bonus depreciation. The Company filed its application for
rate increase on August 25, 2017, many months before the enactment of the Tax Act and,
therefore, the revenue requirement the Company requested was based on the pre-Tax
Act tax laws.

On January 16, 2018, DEC witness McManeus filed her Second Supplemental
Direct Testimony that only included limited discrete changes as a result of the Tax Act
relating to the elimination of bonus depreciation and the manufacturing tax deduction.
Her filing did not include an adjustment to income tax expense as a result of the decrease
in the federal corporate income tax rate, nor did it include any proposal for the return of
the protected and unprotected Federal EDIT to ratepayers.

In her direct testimony filed on January 23, 2018, Public Staff withess Boswell
included an adjustment to income tax expense to reflect the decrease in the federal
corporate income tax rate, as well as to remove the manufacturing tax deduction that was
also included in the Tax Act. She stated that at that time, the Public Staff was waiting for
information from the Company regarding Federal EDIT and reserved the right to

supplement her filing to 1 ncl wdckofEetdeeal BDIT.b |

47 In response to the enactment of the Tax Act, on January 3, 2018, the Commission opened
a rulemaking docket (Docket No. M-100, Sub 148, i.e. the Tax Docket) for the purpose of
determining how the Commission should proceed. In the Order establishing the Tax Docket, the
Commission placed all public utilities on notice that the federal corporate income tax expense
component of all existing rates and charges, effective January 1, 2018, would be billed and
collected on a provisional rate basis.
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In rebuttal testimony filed on February 6, 2018, DEC proposed an immediate
reducti on i n révénae requrenpeat,nvthinghe context of this proceeding,
to account for the reduction in the federal corporate income tax rate but offered no
proposal to return Federal EDIT to ratepayers. Company witness Fountain testified that
the passage of the Tax Act fAprovides the Commi ssion with
customer rate adjustments during a multi-yeart r ansi ti on per i22dHeo Tr .
stated that this could be accomplished by offsetting items such as storm response costs,
ongoing coal ash basin closure compliance costs or other environmental compliance
costs, or accelerating the depreciation of certain assets, such as the existing AMR meters
or coal plants. Tr. Vol. 6, p. 213.

In her rebuttal testimony, witness McManeus testified that the Company opposed
witness Boswell 6s adj useéxpease.tTr. Vob 6, p 828. Witeessi n ¢ o me
McManeus testified that the Company had identified the amount of reduction in annual
revenue requirement related to reduced income tax expense and translated the amount
into a decrement rate per kWh. Witness McManeus stated that the Company proposed
to apply the decrement to North Carolina retail service beginning January 1, 2018, and
defer the resulting amount into a regulatory liability, continuing the deferral until new rates
are established in this rate case that reflect the benefits of the lower tax expense. Tr. Vol.

6, p. 331.

In supplemental testimony filed on February 20, 2018, witness Boswell presented
the Public Staff dthe flowbarlp af Feadral EDETg ®itndss Bagwell
included three adjustments based on the information provided by the Company. First, she
recommended t he return of protected Feder al
calculation of the net remaining life of the timing differences, as required under the Internal
Revenue Code. For the unprotected Federal EDIT, withess Boswell recommended
removing the Federal EDIT regulatory liability associated with the unprotected differences
from rate base, and placing it in a rider to be refunded to ratepayers over two years on a
levelized basis, with carrying costs. Witness Boswell stated that immediate removal of
unprotected Feder al EDIT from rate base incr
mitigates regulatory lag that might occur from refunds of unprotected Federal EDIT not
contemporaneously reflected in rate base. Further, she maintained that refunding the
unprotected Federal EDIT over two years allows the Company to properly plan for any
future credit needs. Tr. Vol. 26, pp. 618-19. Ultimately, during the hearing, the Public Staff
modified its proposal to adjust the flowback period from two years to five years. Boswell
Second Supplemental Testimony, filed March 19, 2018, Tr. Vol. 26, pp. 637-38. The
modified proposal is referred to herein as the Public Staff Proposal.

In response to the Public Staf f 6 s oyear gEDIN #Holwvback proposal, the
Company Proposal was made initially in Supplemental Comments, filed March 1, 2018,
in Docket No. M-100, Sub 148, a docket that the Commission established on January 3,
2018, in order to gather comments from the utilities it regulates along with the Public Staff
and other interested parties, to decide how to implement the Tax Act (Tax Docket). By
letter filed the next day, the Public Staff objected to the Company Proposal being made
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in the Tax Docket, in Ilight of the fact that t
and had not yet gone to hearing. Accordingly, the Company then made its proposal in this

Docket on the opening day of the expert witness evidentiary hearings, and the
Commission took judicial notice of all filings in the Tax Docket. Tr. Vol. 5, p. 14.

On the first day of the evidentiary hearing, the Company presented its proposal to
address the Tax Act. The Company Proposal was presented in this proceeding by witness
De May. Tr. Vol. 4, pp. 423-24; Tr. Vol. 5, pp. 67-79; De May Rebuttal Ex. 5. The Company
Proposal has three basic component parts, and the first two components reduce the
Companyd6s revenue requirement.

First, the Company Proposal implements an immediate reduction of approximately
$211.5 million to the Companydés revenue requ
corporate income tax at the 21% rate instead of the 35% rate. Revised McManeus
Stipulation Exhibit 1 i Updated for Post-Hearing Issues, Line 29; Revised McManeus
Workpapers i Updated for Post-Hearing Issues, Schedule 1-1, Line 1.

Second, the Company Proposal implements Federal EDIT flowback to customers,
with the flowback timeframes varying based on the particular Federal EDIT bucket at
issue:

1 For protected Federal EDIT, the Company Proposal applies the Tax Act-prescribed
IRS normalization rules, resulting in a reduction in revenue requirements of
approximately $34.4 million annually or per year. Revised McManeus Stipulation
Ex. 11 Updated for Post-Hearing Issues, Line 30; Revised McManeus Workpapers
I Updated for Post-Hearing Issues, Schedule 1-1, Line 2.

1 For unprotected Federal EDIT related to property, plant and equipment, the
Proposal also applies the normalization rules, although, as all of the parties agree,
application of those rules is not required by the Internal Revenue Code. The only
modification, that results in a faster flowback,i s t hat whil e t he Comp
indicates that the average life of the flowback in the absence of the Tax Act would
have been 25 years, the Proposal implements that flowback over 20 years. Tr. Vol.
5, pp. 78, 105. DEC maintained that thiswasdone fAf or t he saie of s
at 105.), and results in a reduction in revenue requirements of approximately $36.7
million annually or per year. Revised McManeus Stipulation Ex. 1 7 Updated for
Post-Hearing Issues, Line 33; Revised McManeus Workpapers i Updated for
Post-Hearing Issues, Schedule 1-1, Line 3.

1 For unprotected Federal EDIT not related to property, plant and equipment, the
Proposal implements flow back through a five-year decrement rider, with the
five-year timeframe beingusedagainfif or t he s ak &.Volf5,psliOfp !l i ci t
The reduction in revenue is approximately $39.6 million per year during the five
years the rider is in effect. Revised McManeus Workpapers 1 Updated for Post-
Hearing Issues, Schedule 1-1, Line 7. Because these unprotected Federal EDIT
are being flowed back to customers through a rider, that includes a return
component, base rates must be adjusted correspondingly (as an increase) in the

180



amount of $15.1 million. Revised McManeus Workpapers 1 Updated for Post-
Hearing Issues, Schedule 1-1, Line 5.

Accordingly, the reduction in revenue requirements effected by these two
components of the Company Proposal equals $307.1 million annually or per year.
Revised McManeus Workpapers 1 Updated for Post-Hearing Issues, Schedule 1-1, Lines
1-3,5and 7.

The third component of the Company Proposal mitigates, but does not eliminate,
the negative cash flow impact of these reductions by increasing annual revenue
requirements by $200 million. The Company Proposal (De May Rebuttal Ex. 5) did not
originally identify specific means through which this could be accomplished, but did
provide examples of accelerated regulatory asset amortization, and also suggested the
alternative of collecting certain expenses (for example, the coal ash basin closure cost
Arun rateo) on s&ff Asawitnesd BerMay tedifiedb ia concept this
component of the Company thecaghfiosy and credit quality,it o pr

and we can skin thatcataf ew ways. o Tr. Vol . 5, p. 87.

Combined, therefore, the three component parts of the Company Proposal net to
a reduction i n anhubleaeveGue meouaremerd ®f almost $107 million.
Revised McManeus Workpapers i Updated for Post-Hearing Issues, Schedule 1-1. The
Company Proposal implements an immediate reduction in rates to reflect the 21%
Federal corporate income tax rate, but also, as witness De May testified, mitigates the
i mpacts and Apreserve|s] é..tbsomahinGCthatrpsambled s] cr
pre-tax r e fTe. Moh5,{. 82.

On cross-examination, Company witnesses Fountain and McManeus were
guestioned about the Company6s i ncome Witreess MeMamepso s a |
acknowledged that ratepayers advanced the funds that constitute the Federal EDIT at
issue. Tr. Vol. 6, p. 399. She also conceded that tax normalization laws do not dictate
when unprotected PP&E Federal EDIT should be returned to ratepayers (unlike protected
Federal EDIT). Tr. Vol. 6, p. 399. Withess McManeus further admitted that because
unprotected Federal EDIT is not subject to tax normalization rules, the Commission has
discretion as to the time period over which the funds will be returned to ratepayers. Tr.
Vol. 8, p. 224. She agreed that due to the reduction in the tax rate, the Federal EDIT is
nolongerneeded t o cover ¢thxes. TC &ohB,gn224 Withess McManeus
acknowledged that the $200 million in accelerated expenses would be included in the
Companyds r evenluleVol & 0.226r Whare asked to identify the specific
assets and other items that the Company would include in the proposed $200 million
acceleration, she could not identify anything specific, referring to the general options set
forth in the proposal. Tr. Vol. 8, p. 230. Witness Fountain conceded that he could
understand the positon of some customers who would like to have the benefits of the

48 Kathy Sparrow, one of the public witnesses in the public witness hearing held in Charlotte
on January 30, 2018, also suggested that tax reform gains and coal ash costs could offset against
each other. Tr. Vol. 3, p. 95.
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federal tax reform all flowed back immediately, but testified thatthe Company 6 s pr opos
is balanced. Tr. Vol. 7, p. 94.

I n response to Commi ssi on (u ensettax mopgsal,ab o u't

witness McManeus testified that the $200 million figure was provided by witness De May
as an appropriate number to accomplish the objectives that he had in mind. The Company
did not provide any specific numbers that comprise the $200 million. Tr. Vol. 9, p. 38.
Witness Fountain could not identify any specific regulatory assets the Commission could
select for accelerated amortization. Tr. Vol. 9, p. 90. Witness Fountain acknowledged that
the Company is merely trying to achieve a particular financial metric for its cash flow.
Tr. Vol. 9, p. 90.

On March 19, 2018, Public Staff witness Boswell filed her Second Supplemental
Testimony.l n addition to explaining the current di
the Public Staff éns propasalseandite refines theu autside nservices
adjust ment , she addressed DEC6s income tax ptr
Company has incorporated the known and measurable reduction in income tax expense
associated with the decrease in the federal corporate income tax rate, the Company
appears to have made the refunding of known and measurable tax dollars owed to
ratepayers contingent upon increasing annual expenses by $200 million per year for an
unknown number of years through the acceleration of depreciation for as yet unknown
assets or through accelerating the amortization of costs associated with coal ash basin
closures. Tr. Vol. 26, p. 634. She also noted that the Company has calculated the known
and measurable refund of protected Federal EDIT based upon tax normalization rules.

However, regarding unprotected Federal EDIT, she stated that the Company has
proposed an amortization of approximately 82% of its unprotected Federal EDIT over
20 years, with the remaining 18% amortized over five years.

Thus, the Companyds and the Public Staffds
which unprotected Federal EDIT should be flowed back to ratepayers; and (2) whether it
i s appropriate to increase the Companyos re\
accelerate depreciation of unknown and unspecified assets or legacy meters, or
accelerated amortization of coal ash costs. Tr. Vol. 26, pp. 634-35. Witness Boswell noted
that the Company does not dispute that the Commission has the discretion to flow back
all of the unprotected Federal EDIT over any time period it finds appropriate. Tr. Vol. 26,
p. 636. Company witness De May testified extensively regarding the impact
i mpl ementation of the Tax Act could have on
importance of maintaining the CompanWihessReMay ent |,
explained that as a result of the Tax Act, Duke Energy Corporation, the parent Company
of DEC, was pl aced s brynegstive ategip outlook. Tr. Vol. 4, p. 541. He
explained that a negative outlook is different from a ratings downgrade. Witness De May
statedthatiti s Al i ke a vy el |id)wsighalingtb the investmanacommunitg 0  (
that a ratings downgrade could materialize in the next 12 to 18 months. Id. The
January2 018 Moodysd$tadesiReptort he Tax Act is fAcredit
sector because of its impact upon cash flow, and that among the companies most
negatively impacted is Duke Energy Corporation, the parent company of DEC.
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R e pThe Report ppecifically note8 that the parent
c o creslibnhetrich are eudently wesakly positiamed and
pressuredldmay5.tax reform. o

January201 8 Moodyo&s

corporationbds i

likely to be incremental | vy
Whil e Moody 6 sDE® @ negaticetcredit nutlook, as withess De May

expl ained, Athe risk to Duke Car omnamadanghei s not

i ni ti alTr. Wa @,opr 542. AVitness De May testified that while DEC currently

mai ntains fia veryshstertqmg thal alnacx Act i's bi asc¢

corporations, and because utilities are structured different than most corporations, the

Tax Act impacts utilities negatively. Tr. Vol. 5,p.82.As Moody 6s notes, fAmos

attempt to manage any negative financial implications of tax reform through regulatory

channels é [and that] actions taken byysistiliti

on a prospekldod wees basnsarny 2018 Report, p. 3.

Moreover, witness De May elaborated, during cross-examination by counsel for
CIGFUR lll, on the negative i mpact of weakening th
Energy Carolinasd6 customers benefit from a st
of the balance sheet is not in the customer 6 s i nterest, and it doce
Companyb6s oapgitalTrpl avo37.Hed ,t eppa.i f 4[@l@natdlyur t her |,
adverse cash flow impacts also have an adverse impact upon customer rates i DE
Carolinasd cust omer s chiayratdswhenthelConopang las lowewe r e |
financing costs, greater access to capital, and more timely cash recovery of its
i nvest ndeat8889. 0

The Company has proposed a 20-year flowback of unprotected but
property-related EDIT. The Public Staff has criticized this aspect of the Company
Proposal on several grounds. First, Public Staff withess Boswell asserted that the
Company has dartificiallyodo cr emlated@&DIT.MreVolc!| as s ¢
26, p. 636. Witness De May explained that the 20-year period in the Company Proposal
is tied directly to the underlying assets that created the deferred tax balances that became
Federal EDIT when the Tax Act dropped the corporate income tax rate to 21%. As witness
De May testified:

| would say that from a theory perspective, those excess deferred taxes

actually have a life. When | described to you what happened in a single

asset where we collect from customers before we pay the government and

then wedre paying the gopfiomcustomers,that but not
is something that is dealt with through no
t hat ; thereds a I|ife cycle to that, and p
related deferred taxes are no different except for the fact that they come

from two places in the Internal Revenue Code and the statute protects one

and it doesndét the other.

Tr. Vol. 5, p. 78. Witness De May testified further in response to questions from
Commissioner Brown-Bland that he trusted if i r ml 'y i n t he whaekoff y beh
excess deferred taxes over t(deatlD208gthavthe t he wu
normalization concept underlying the 20-year flowback proposal was discussed at length
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in the GAO Reportzatamd tekxatst snd ah93. Withese@es o n

May testified that normalization balances the customer and Company interests; it protects

the Companydés cash flow and al so protects

the deferred balance acts as an offset to rate base, and, therefore, a reduction in rates.
Id. at 104.

Also, as both the GAO Report and witness De May noted, deferred taxes represent
an interest-free loan from the government that the Company then used, at no cost to
customers, to invest in its business. Tr. Vol. 5, pp. 72-73. Witness De May explained that
by making these investments, customers saved capital costs by the Company using an
interest-free loan from the government rather than investor-supplied capital. However,
withess De May testified that because these funds have been invested there is not a
readily available reserve pool from which the cash needed to flow back the EDIT can be
drawn and the Company would have to enter into financings to flow back EDIT in two
years as originally proposed by the Public Staff. Id. at 79. He explained that it helps avoid
volatility in customer rates. Id. at 80. Witness De May stated that, fi]f we flowback these
excess deferred taxes instantly or over a two-year period, you would see a dramatic
reductionin customerratesf ol | owed by a s n aapdthemafastergrovth
in rates due to the higher rate base. Id.

The Public Staff also raised generational equity concerns in advocating for a shorter
flowback time period. EDIT funds, itindicated, fi r i g hng fo the rdtgpayérseahdshould
be returnedtothemass oon as r e as o nlaYol 36, pp638% Witndss$ e .May

r es p o n.d ewk havdito think about how thatb al ance got created.

Witness De May noted that it was created because of tax deferral, and the funds so
generated then were invested in the business. Id. The Company argued that normalization,
or the gradual return of EDIT over the life of the capital asset being depreciated, actually
fosters generational equity by spreading the depreciation benefit over that time period.
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The Company assertedt hat t he Publ i c -yéat flaviback woulgp r o p o s €

negatively impact its credit metrics. Tr. Vol. 5, p. 86. DEC maintained that, in fact, Hinton
Cross Examination Exhibit 1 indicates that the relevant FFO/Debt ratios for the Public
Staff Proposal 0 v e-year pldneing Gooizomp veould/fall Helofv the 25%
threshold, which t he moBECwarnedceudresulio apbssibles
downgrade. See Mood y ®dober 2017 Report, p. 2.

Finally, the Public Staff criticized the Company Proposal on the basis that in the
last major overhaul of the Tax Code in 1986, the Company proposed and the Commission
accepted a 5-year flowback of unprotected EDIT. See Order Allowing Rates to Become
Effective (Stipulated 1987 Order), dated December 4, 1987, filed in Docket Nos. M-100,
Sub 113 and E-7, Sub 415.

The Company, however, noted some differences between the 1986 tax law and
t oday 6 s Firsd,)DECAasderted that the total amount of the North Carolina retail
portion of unprotected Federal EDIT is approximately $953 million, and in 1987, the North
Carolina retail portion of unprotected Federal EDIT was approximately $28 million. See
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Application by Duke Power Company for Authority to Decrease Electric Rates and
Charges (Stipulated 1987 Application), dated November 13, 1987, filed in Docket No. E-7,
Sub 415. Also, as witness De May testified, the magnitude of the reduction in tax rates
was smaller in 1986 1 the reduction was from 46% to 34%, a 26% decrease, while today
the reduction was from 35% to 21%, a 40% decrease. Tr. Vol. 4, p. 446. Finally, DEC
argued that the general business environment was different as well. Witness De May
testified that in 1986, the Company experienced 5-6% customer growth and today it is
half of a percent. Id. at 448. See De May 1 Public Staff Cross-Examination Ex. 21,
Slide24. Wi t ness De May also stated that the
challenges unlike anything we had in 1986. ©r. Vol. 4, p. 448.

According to DEC, another credit supportive measure is the third component of its
Proposal, which mitigates the negative cash flow impact of Federal EDIT flowback by
increasing revenue requirements by $200 million annually. The Public Staff indicated that
it i s fAadamant |partobdthepComspany Bropbsal. Tt. Wal. 6, p. 639. The
Public Staffarguedt hat adopti on of this part of t
fentired benef ld.tThetCompany, sdweverehassnoted that customers will
benefit under the Company Proposal by $107 million per year. Revised McManeus
Workpapers i Updated for Post-Hearing Issues, Schedule 1-1. This component of the
Company Proposal provides for early collection of regulatory assets i that is, from the
customer perspective, liabilities otherwise owed to DEC by customers. Tr. Vol. 4, p. 445.
Witness De May explained that extinguishing these liabilities has a beneficial effect on
t he Company6s csombansfthatcustomershwil pay lask in the future. Id.
DEC maintained that accelerated payment also reduces the carrying cost of those
regulatory assets, again lowering customer charges. Moreover, the Company noted that
t he Moodyds Jan uecastedhi@ éxact typeqgb regulatoryfootcome, which
Mo o d prédgts will be credit supportive as utilities work through regulatory channels to

manage the negative financi al i mplications

a decline in cash flow, utilities could propose to regulators additional investments that

benefit customers or accelerate recovery of regulatory assets. Mood y 6 s January

Report, p. 3.

The AGO asserted in its post-hearing brief that as a result of recent reductions in
the federal corporate income tax, D E C @asts are much lower going forward and it has
accrued a large sum in federal deferred taxes that it no longer needs. The AGO argued
that these cost reductions should be flowed through to ratepayers promptly. The AGO
recommended that the Commission reject D E C @gblematic proposals and approve
utility rates that promptly flow through the benefits for customers. The AGO stated that it
concurs with the testimony given on behalf of D E C datepayers, who advocate a prompt
reduction in the Company's revenue requirement to account for the cost of service impact.

The AGO maintained that the extra $200 million increment sought by DEC should
be rejected, because by deviating from the statutorily mandated ratemaking formula, DEC
would establish rates that are inflated by design. The AGO asserted that fixing rates that
are intended to over-collect revenues is contrary to the ratemaking formula in N.C. Gen.
Stat. § 62-133(b) and (c), and violates key ratemaking principles. The AGO stated that

185

Comp s

of

2






